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U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
      Washington,  D.C.  
  
 
 
 The Commiss ion met  in  Room 385,  Russel l  Senate  Off ice  
Bui ld ing,  Washington,  D.C.  a t  9 :07 a .m. ,  Chairman Carolyn 
Bar tholomew,  Vice  Chairman Daniel  A.  Blumenthal ,  and 
Commiss ioners  Richard  D’Amato,  Dennis  C.  Shea and Peter  Videnieks  
(Hear ing Cochai rs) ,  pres id ing.  
   
 

OPENING STATEMENT OF CHAIRMAN CAROLYN 
BARTHOLOMEW 

 
 CHAIRMAN BARTHOLOMEW:  Good morning,  everyone.   We ' l l  
go  ahead and get  s tar ted .   We are  wai t ing for  one of  our  o ther  
wi tnesses  to  arr ive ,  but  we thought  we would do our  opening 
s ta tements .  
 Welcome to  the  four th  hear ing of  the  U.S. -China Economic and 
Secur i ty  Review Commiss ion 's  2007 repor t ing cycle .   We are  very  
pleased that  you could  jo in  us  today.  
 At  today 's  hear ing,  we are  cont inuing the  Commiss ion 's  
assessment  of  U.S. -China  re la t ions  by explor ing a  topic  that  has  been 
a t  the  forefront  of  recent  bi la teral  d ia logues--energy--one of  the  areas  
Congress  mandated the  Commiss ion to  explore .  
 Today 's  hear ing wi l l  assess  the  impact  of  China 's  r i s ing energy 
consumption on U.S.  secur i ty  and access  to  energy suppl ies .   We wi l l  
examine th is  i ssue  of  energy secur i ty  f rom s t ra tegic  and environmenta l  
perspect ives  that  we hope wi l l  a l low the  Commiss ion to  gain  a  broader  
unders tanding of  the  impl ica t ions of  China 's  growing energy 
consumpt ion.  
 The deter iora t ing s ta te  of  China 's  envi ronment  has  consequences  
for  people  around the  world .   Dur ing th is  hear ing,  we hope to  hear  



 

 

suggest ions  of  s t ra tegies  for  mi t igat ing any negat ive  ef fec ts  of  China 's  
energy use  on U.S.  energy secur i ty  and to  the  envi ronment  and for  
explor ing new oppor tuni t ies  for  U.S. -China  cooperat ion on energy.  
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 Later  today and tomorrow,  key off ic ia ls  f rom execut ive  branch 
agencies ,  a  representa t ive  of  the  Lawrence Livermore  Nat ional  
Laboratory  and exper t  wi tnesses  f rom the  pr ivate  sector  and academia  
wi l l  of fer  thei r  v iews and advice  on energy and environment  i ssues .  
 I  am looking forward to  the  tes timony of  our  wi tnesses  and to  the  
ins ight  they wi l l  provide .  
 Commiss ion Vice  Chairman Dan Blumenthal  i s  serving as  one  of  
the  four  cochairs  for  today 's  hear ing.   I ' l l  turn  the  proceedings  over  to  
h im for  h is  opening remarks .   But  f i rs t  I  want  to  express  apprecia t ion 
to  h im and to  the  other  three hearing cochairs ,  Commiss ioners  Richard 
D'Amato,  Dennis  Shea,  and Pete  Videnieks ,  for  thei r  work in  
assembl ing this  impor tant  hear ing.  
 Welcome again  to  a l l  of  you.   Thank you for  your  interest  in  the  
Commiss ion 's  work.    
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Chairman Carolyn Bartholomew 
 
 Good morning and welcome to the fourth hearing of the U.S.-China Economic and Security 
Review Commission’s 2007 reporting cycle.  We are pleased that you could join us today.   

At today’s hearing, we are continuing the Commission’s assessment of U.S.-China relations by 
exploring a topic that has been at the forefront of recent bilateral dialogues—energy, one of the areas 
Congress mandated the Commission to explore.  Today’s hearing will assess the impact of China’s rising 
energy consumption on U.S. security and access to energy supplies.  The Commission will examine this 
issue of energy security from strategic and environmental perspectives that we hope will allow the 
Commission to gain a broader understanding of the implications of China’s growing energy consumption.  
The deteriorating state of China’s environment has consequences for people around the world.  During this 
hearing, we hope to hear suggestions of strategies for mitigating any negative effects of China’s energy use 
on U.S. energy security and the environment, and for exploring new opportunities for U.S.-China 
cooperation on energy. 

Later today and tomorrow, key officials from Executive Branch agencies, a representative of a 
Lawrence Livermore National Laboratory, and expert witnesses from the private sector and academia will 
offer their views and advice on energy and environment issues.   I am looking forward to the testimony of 
our witnesses and to the insight they will provide. 

Commission Vice Chairman Daniel Blumenthal is serving as one of the co-chairs for today’s 
hearing.  I’ll now turn the proceedings over to him for his opening remarks.  First I want to express 
appreciation to him and the other three hearing co-chairs, Commissioners Richard D’Amato, Dennis Shea, 
and Peter Videnieks, for their work in assembling this important hearing. 

Welcome again to all of you and thank you for your interest in the Commission’s work. 
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OPENING STATEMENT OF VICE CHAIRMAN DANIEL A.  
BLUMENTHAL 

 
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much,  
Madam Chairman.   Good morning to  a l l  and welcome to  the  U.S. -China  
Commiss ion Hear ing on Energy Consumption and Opportuni t ies  to  
Mit igate  the  Effects  of  China 's  Energy Use.  
 As  the  chai rman ment ioned in  her  remarks ,  th is  hear ing wi l l  
address  the  t rends  and impact  of  China 's  energy consumption,  the  
s t ra tegic  and environmenta l  consequences  of  that  energy use  and 
s t ra tegies  for  address ing these  ef fec ts ,  as  wel l  as  U.S. -China  
cooperat ive  programs on energy and on the  environment .  
 I t  i s  impor tant  as  we begin  to  assess  the  impact  of  China 's  energy 
use  tha t  we remember  that  a  s table  energy supply  i s  inext r icably  l inked 
to  economic development .   As  China cont inues  i t s  migrat ion  f rom a  
subsis tence  agrar ian  economy to  a  g lobal  indust r ia l  powerhouse ,  i t  can 
do so  only  wi th  a  s table  energy supply  and adequate  energy 
infras t ructure .  
 Al though most  of  China 's  energy comes f rom domest ic  coal  
suppl ies ,  i t s  re l iance  upon oi l  impor ts  has  been growing qui te  rapidly .   
Chinese  leaders  view th is  dependence as  a  source  of  energy insecur i ty ,  
especia l ly  as  China  must  re ly  upon the  U.S.  protect ion of  sea  lanes  to  
ensure  the  safe  t ranspor t  of  o i l  suppl ies  f rom Afr ica  and the  Middle  
East .  
 To mi t igate  this  insecur i ty ,  China  appears  to  be  using a  whole  
host  of  i t s  na t ional  power ,  d iplomat ic ,  pol i t ica l ,  economic,  as  wel l  as  
mi l i tary ,  to  ensure  a  s table  energy supply .  
 China  cul t iva tes  re la t ionships  wi th  Central  Asia ,  Afr ican,  and 
Middle  Eastern  nat ions  and uses  development  a id  and economic  
pol ic ies  to  help  open doors ,  as  wel l  as  inves t ing in  countr ies  wi th  
unfavorable  internat ional  reputa t ions  where  Western  companies  are  
e i ther  prohibi ted  f rom inves t ing or  choose  not  to  invest .  
 Most  d is turbing today is  China 's  cont inued promise  and 
cont inued provis ion of  a id  and suppor t  to  Sudan where  the  human 
r ights  s i tua t ion  i s  qui te  a t rocious .   
 Energy not  only has  affec ted China 's  foreign re lat ions ,  but  a lso  
appears  to  be  af fec t ing the  course  of  i t s  mi l i ta ry  modernizat ion.   The  
Commiss ion was  pleased wi th  the  openness  of  the  People 's  Libera t ion 
Army when we went  to  China to  d iscuss  i ssues  of  mi l i ta ry 
modernizat ion.   We were  very  pleased wi th  the  Chinese  mi l i tary 's  
openness  about  i t s  ro le  in  the  fu ture  in  protect ing the  Chinese  o i l  
supply .  
 I  look forward to  hear ing about  the  environmental  and s t ra tegic  

 

 
 
 
  



 

 

consequences  of  China 's  energy use  and any suggest ions  for  how the  
U.S.  can bes t  address  these  i ssues  in  ways  that  avoid  conf l ic t  and 
confronta t ion.  
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 Thank you today to  our  wi tnesses  for  appear ing and for  providing 
your  ins ights  and exper t ise  to  the  Commiss ion and thank you very  
much to  my fe l low commiss ioners  who are  cochai r ing this  hear ing,  and 
I 'm going to  pass  i t  on  to  Commiss ioner  Videnieks  for  his  opening 
remarks .  
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Vice  Chairman Daniel  A.  Blumenthal  
 
 Good morning, and welcome to the U.S.-China Commission hearing on “China’s Energy 
Consumption and Opportunities to Mitigate the Effects of China’s Energy Use.”  As the Chairman 
mentioned in her remarks, this hearing will address the trends and impact of China's energy consumption; 
the strategic and environmental consequences of that energy use; strategies for addressing these effects; and 
U.S.-China cooperative programs on energy and the environment. 
 It is important as we begin to assess the impact of China’s energy use that we remember a stable 
energy supply is inextricably linked to economic development.  As China continues its truly remarkable 
migration from a subsistence agrarian economy to a global industrial powerhouse,, it can do so only with a 
stable energy supply and an adequate energy infrastructure that supports the entire country.  Although most 
of China’s energy comes from domestic coal supplies, its reliance upon oil imports has been growing 
rapidly.  Chinese leaders view this dependence as a source of energy insecurity, especially as China must 
rely on U.S. protection of sea lanes to ensure the safe transport of its oil supplies from Africa and the 
Middle East.  To mitigate this insecurity, China appears to be using both soft power and hard power 
strategies to ensure a stable supply.   

China is cultivating relationships with Central Asian, African, and Middle Eastern nations and 
using development aid, debt relief, and other instruments to open doors.  Chinese national oil companies 
are actively seeking equity stakes in oil production, often in countries with high political risk and 
unfavorable international reputations where Western companies either are prohibited from investing or 
choose not to invest.  Most disturbing is China’s continued promise of aid and support to Sudan, where 
China has a significant oil investment, despite the genocide occurring in the Darfur region. 

Energy not only has affected China’s foreign relations, but also appears to be affecting the course 
of its military modernization.  During a Commission meeting with officers from the People’s Liberation 
Army Academy of Military Sciences, officers acknowledged the role of the military in protecting China’s 
development, and specifically its energy supplies.  China’s military modernization has the objective not 
only of preventing Taiwan from declaring independence, but also of ensuring that China’s development 
stays on course.  This goal can be linked to the development of a blue water navy, a reluctance or refusal to 
resolve territorial claims in the South China Sea and East China Sea, and the expansion of China’s military 
presence in Asia and around the world. 

In addition to the concerns about the environmental effects of China’s energy use that will be 
highlighted at this hearing, I believe it is just as important to consider the impact that energy has on China’s 
relationships around the world in places that affect U.S. security interests, namely Iran, Sudan, and 
Venezuela, and the effect of China’s energy use on its military modernization and strategy.  I look forward 
to hearing about the environmental and strategic consequences of China’s energy use and any suggestions  
for how the United States can best address these issues in ways that avoids confrontation.   

Thank you to our witnesses today for appearing and for providing your insights into the questions 
raised by the Commission.  At this time, I’ll turn the microphone to Commissioner and Co-chair for today’s 
session Peter Videnieks for his opening remarks. 
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 HEARING COCHAIR VIDENIEKS:   Thank you,  Vice  Chairman 
Blumenthal ,  and please  le t  me extend my welcome to  a l l  of  the  people  
who jo in  us  today.   Your  remarks  focused on the  s t ra tegic  and mi l i tary 
impacts  of  China 's  energy use .   I  would  l ike  to  h ighl ight  in  my opening 
s ta tement  the  energy secur i ty  vulnerabi l i ty  of  the  U.S.  resul t ing  f rom 
i ts  dependence on oi l  and gas  imports .  
 This  dependence can be mit igated by developing fuels  that  offer  
a l ternat ives  to  o i l  and natura l  gas ,  one  of  those  being c lean coal  
produced wi th  c lean coal  technology.  
 The U.S.  has  the  larges t  amount  of  coal  reserves  in  the  world ,  27 
percent  of  g lobal  suppl ies .   Current ly ,  coal  provides  23 percent  of  our  
energy consumption compared to  near ly  two-thi rds  tha t  China  
consumes.   Almost  92 percent  of  a l l  coal  consumed in  the  U.S.  fuels  
the  e lec t r ic  power  sector .   Our  re l iance  upon oi l  as  a  fuel  source  is  s t i l l  
s igni f icant ly  grea ter  than China 's  o i l  consumpt ion-- I 'm saying i t  i s  and 
probably  wi l l  s tay  so--both  in  absolute  and per  capi ta  f igures .  
 The U.S.  consumes approximate ly  20 mi l l ion  barrels  of  o i l  per  
day.   In  2006,  China  consumed approximately  a  th i rd  of  that ,  or  7 .4  
mi l l ion barrels  per  day.   The major i ty  of  the  pet roleum consumed in 
the  U.S.  i s  impor ted ,  approximate ly  60 percent  of  our  ne t  imports  in  
2005.  
 I f  the  U.S.  supply  were  to  be  in ter rupted,  the  nat ion could  tap  
in to  our  St ra tegic  Pet roleum Reserve ,  but  a l though i t  holds  a lmost  700 
mil l ion barrels ,  that  i s  equivalent  to  only  35 days  of  current  
consumpt ion and provides  only  56 days  of  current  import  protect ion.  
 Once th is  reserve  were  to  be  exhausted,  we would  be  faced wi th  
a  chal lenge how to supply  our  energy needs .   Some even est imate  tha t  
in  the  event  tha t  the  U.S.  had to  re ly  to ta l ly  on domest ic  pet ro leum 
reserves ,  a t  the  current  ra te  of  use ,  we 'd  be  out  of  o i l  in  four  or  f ive  
years .  
 In  China ,  in  addi t ion  to  energy secur i ty  concerns ,  there 's  a  great  
and growing concern  about  environmenta l  ef fec ts  of  China 's  coal  
consumpt ion,  concerns  about  publ ic  heal th ,  a i r  qual i ty  and carbon 
dioxide  emiss ions  that  contr ibute  to  g lobal  warming.  
 China  re l ies  on  coal  for  domest ic  and indust r ia l  e lec t r ic i ty 
product ion,  but  to  date ,  environmental  controls  have been ineffect ive  
in  control l ing pol lu t ion.   The problems resul t ing f rom China 's  
increased energy in tens i ty  and ineff ic ient  coal  burning and a  U.S.  
increas ing dependence on impor ted  pet ro leum provide  the  U.S.  and 
China  wi th  a  unique oppor tuni ty  to  engage in  the  jo in t  development  
and use  of  c lean coal  technologies  tha t  ut i l ize  coal  suppl ies  avai lable  
in  great  quant i t ies  in  both  countr ies .   



 

 

 But  the  emphasis  here  should  be  on c lean.  This  approach could  
make a  s igni f icant  cont r ibut ion  to  address ing our  own domest ica l  
s t ra tegic  concerns  about  the  poss ibi l i ty  of  our  o i l  supply  being cut  off  
dur ing a  cr is is  and a lso  to  the  reduct ion of  the  pol lut ion produced by 
China 's  current  methods  of  coal  consumption.  
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 This  Commiss ion is  mandated by Congress  to  inves t igate  and 
provide  an  advisory  repor t  regarding the  ef fec t  of  the  large  and 
growing economy of  the  People 's  Republ ic  of  China  on the  f in i te  world  
foss i l  energy suppl ies  and the  ro le  we could  play,  the  U.S. ,  inc luding 
jo int  research and development  ef for ts  and technological  ass is tance  in  
inf luencing the  energy pol icy  of  the  PRC.  
 I  hope that  through the  course  of  th is  hear ing,  we wil l  hear  the  
opinions  of  exper ts  on how to  posi t ively  inf luence the  energy pol icy  of  
the  PRC and what  types  of  join t  research  and development  projec ts  can  
be  pursued to  reduce our  dependence on oi l  and gas .  
 And of  course  we welcome the  comments  of  today 's  wi tnesses .  
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Commissioner Peter  Videnieks  
Hearing Cochair   

 
 Thank you, distinguished panelists and Vice Chairman Blumenthal, and please let me extend my 
welcome to all who join us today.  Vice Chairman Blumenthal’s remarks focused on the strategic and 
military impacts of China’s energy use.  I would like to highlight in my opening statement that the energy 
security vulnerability of the United States resulting from its dependence on oil and gas imports can be 
mitigated by developing fuels that offer an alternative to oil and natural gas—one of those being clean coal 
produced by clean coal technology.   
 The United States has the largest amount of coal reserves in the world—27 percent of global 
supplies.  Currently, coal provides about 23 percent of energy consumed by the United States, compared to 
nearly two-thirds of the energy China’s consumes.  Almost 92 percent of all coal consumed in the U.S. 
fuels the electric power sector.  U.S. reliance upon oil as a fuel source is still significantly greater than 
China’s oil consumption, both in absolute and per capita figures.  The United States consumes 
approximately 20 million barrels per day and in 2006 China consumed approximately 7.4 million barrels 
per day.  And the majority of the petroleum consumed in the United States is imported – approximately 59 
percent in net imports in 2005.  Were the U.S. supply to be interrupted, the nation could initially tap into 
the U.S. strategic petroleum reserve.  But, although it holds almost 700 million barrels, that is equivalent to 
only 35 days of current consumption and provides only 56 days of current import protection.  Once that 
supply is exhausted, we would be faced with a daunting challenge of how to supply America’s energy 
needs.  Some estimate that in the event that the U.S. had to rely on domestic petroleum reserves only, at the 
current rate of usage, we’d be out of oil in four years. 
 In China, in addition to energy security concerns, there is great and growing concern about the 
environmental effects of China’s coal consumption – concerns about public health, air quality, and carbon 
dioxide emissions that contribute to global warming.  China relies upon coal for domestic and industrial 
electricity production, but to date environmental controls have been ineffective in controlling pollution.  
The problems resulting from China’s increasing energy intensity and inefficient coal burning and U.S. 
increasing dependence on imported petroleum provide the U.S. and China with a unique opportunity to 
engage in the joint development and use of clean coal technologies that utilize coal supplies available in 
both countries but also greatly reduce air emissions and other pollutants.  This approach could make a 
significant contribution to addressing our own domestic strategic concerns about the possibility of our oil 



 

 

supply being cut off during a crisis and also to reducing the pollution produced by China’s current methods 
of coal consumption. 
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The U.S.-China Commission is mandated by the U.S. Congress to investigate and provide an 
advisory report regarding the effect of the large and growing economy of the People's Republic of China on 
world energy supplies and the role the United States can play, including joint research and development 
efforts and technological assistance, in influencing the energy policy of the People's Republic of China.  I 
hope that through the course of this hearing we will hear the opinions of experts on how to positively 
influence the energy policy of the People’s Republic of China and what types of joint research and 
development projects can be pursued to reduce our dependence upon oil and gas. 
 
 

PANEL I:   ADMINISTRATION PERSPECTIVES 
 

 VICE CHAIRMAN BLUMENTHAL:  Thank you.   We ' l l  begin  
wi th  Ms.  Ayres .  
 We 're  going to  ask  you to  keep your  comments  to  seven minutes  
each and then we 're  going to  have ample  t ime for  ques t ions  and the  
discuss ion.  
 I 'm very  happy to  in t roduce the  f i rs t  panel :  Assis tant  Secretary  
of  Energy for  Pol icy  and Internat ional  Affa i rs ,  Karen Harber t ;  and 
Assis tant  Adminis t ra tor  of  In ternat ional  Affa i rs  a t  the  EPA,  Judi th  
Ayres .  
 Ms.  Harber t  i s  the  Assis tant  Secre tary for  Pol icy  and 
Internat ional  Affa i rs  a t  the  Depar tment  of  Energy.   Her  off ice  i s  the  
pr imary pol icy  advisor  to  the  Secretary  and the  Depar tment  on 
domest ic  and internat ional  energy issues ,  new pol icy  in i t ia t ives ,  and 
implementat ion  of  the  Nat ional  Energy Pol icy .  
 In  tha t  capaci ty ,  she  negot ia tes  and manages  bi la tera l  and 
mul t i la tera l  agreements  wi th  o ther  countr ies  and in ternat ional  agencies  
to  fur ther  energy secur i ty  and research and development  ac t iv i t ies .   
She  i s  a lso  Vice  Chairman of  the  Internat ional  Energy Agency.   We 've  
very  pleased to  have her  today.  
 Judi th  Ayres  i s  the  Assis tant  Adminis t ra tor  of  the  U.S.  EPA for  
In ternat ional  Affa i rs .   She was  unanimously  conf i rmed by the  U.S.  
Senate  in  August  2001.   In  her  capaci ty ,  she  serves  as  the  advisor  to  
the  EPA Adminis t ra tor  on  internat ional  af fa i rs  and oversees  programs 
in  over  50 countr ies  as  wel l  as  ini t ia t ives  on t rade  and inves tment  
pursuant  to  the  Trade Promot ion Author i ty  Act .  
 Thank you both  for  jo ining us  and,  as  I  sa id ,  we ' l l  begin  wi th  Ms.  
Ayres  and move on to  Ms.  Harber t .  
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STATEMENT OF THE HONORABLE JUDITH E.  AYERS,  

ASSISTANT ADMINISTRATOR, OFFICE OF INTERNATIONAL 
AFFAIRS,  U.S.  ENVIRONMENTAL PROTECTION AGENCY 

WASHINGTON, D.C.  
   

 MS.  AYRES:   Good morning.   Madam Chair ,  Mr.  Vice  Chair ,  
members  of  the  Commiss ion,  thank you for  the  invi ta t ion to  appear  
today to  d iscuss  the  Uni ted Sta tes  environmental  pol icy approach to  
China ,  speci f ica l ly  EPA's  approach to  col laborat ion wi th  China  to  
address  a i r  pol lu t ion emiss ions .  
 I  shal l  f i rs t  address  environmental  concerns  regarding a i r  qual i ty  
resul t ing f rom rapid  economic and energy generat ion  in  China .   I  shal l  
then discuss  the  work EPA is  doing wi th  China  in  an  effor t  to  a l leviate  
the  consequences  of  the  resul t ing pol lu t ion which impact  both  China  
and par ts  of  the  res t  of  the  world .  
 I  shal l  then comment  upon EPA's  p lans  to  enhance i t s  
cooperat ion wi th  China  and f inal ly  on the  necess i ty  to  coordinate 
wi thin  the  internat ional  communi ty .  
 The s teady expansion of  China 's  economy has  been wel l  
documented.   The Chinese  economy today is  roughly  ten  t imes  larger  
than i t  was  in  the  ear ly  '80s .   S ince  1988,  China 's  gross  domest ic  
product  growth has  averaged 8 .5  percent  wi th  an  es t imated GDP of  2 .5  
t r i l l ion  in  2006.   China  ranks  in  the  world  behind the  Uni ted  Sta tes ,  
Japan and Germany only .   
 S ince  2000,  e lec t r ic i ty  generat ion f rom foss i l  fuels  has  increased 
over  14 percent  annual ly.   China 's  economy is  becoming more ,  not  
less ,  energy in tens ive .   This  rapid  growth and the  corresponding 
demand in  energy consumption has  increased emiss ions  of  pr ior i ty  a i r  
pol lu tants  and greenhouse  gases .  
 One of  EPA's  c loses t  par tners  in  China,  the  Sta te  Environmental  
Protect ion Adminis t ra t ion,  or  SEPA,  es t imates  that  environmenta l  
degradat ion cos ts  China  e ight  to  13 percent  of  i t s  annual  GDP.  Air  
pol lu t ion a lone is  es t imated to  cause  economic  damage equivalent  to  
two to  four  percent  of  annual  GDP.  
 China  re l ies  on coal - f i red power  plants  to  generate  
approximate ly  70 to  75 percent  of  i t s  e lect r ic i ty .   I t  i s  of ten  reported  
that  China  expects  to  commiss ion a  new coal  burning power  plant  
every week over  the  next  two to  three  years .  
 These  plants  have l imi ted  control  for  sul fur  d ioxide  and ni t rogen 
oxides .   In  addi t ion,  based on project ions  by China 's  Minis t ry  of  
Communicat ions ,  the  numbers  of  vehic les  on China 's  roads wi l l  
increase  from roughly  25 mi l l ion  today to  140 mi l l ion by 2020.  
 As  a  resul t ,  a i r  qual i ty  in  many c i t ies  in  China  is  poor  and the  
Chinese  face  major  chal lenges  in  reducing pol lu t ion to  heal thy levels .   

 

 
 
 
  



 

 

The average concentra t ion of  f ine  par t icula te  pol lu t ion in  Bei j ing is  
seven t imes  the  ambient  s tandard  set  by the  U.S.  EPA.  
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 The World  Heal th  Organizat ion es t imated in  2002 that  current  
outdoor  a i r  pol lu t ion levels  could  be  responsible  for  over  300,000 
premature  deaths  in  China .  
 Due to  heavy re l iance  on uncontrol led coal - f i red  power  plants ,  
China  i s  one  of  the  wor ld 's  largest  emi t ters  of  su l fur  d ioxide  and 
mercury .   These  emiss ions  af fec t  the  environment  wi thin  China and 
have s ignif icant  impl ica t ions  throughout  the  East  Asia  region and even 
in  the  Uni ted  States  due  to  the  long-range t ranspor t  of  a i r  pol lutants .  
 According to  the  In ternat ional  Energy Agency,  China  wi l l  in  the  
near  fu ture  surpass  the  Uni ted  Sta tes  as  the  wor ld 's  la rges t  emit ter  of  
greenhouse  gases .  
 Indeed,  China  would  appear  to  have no easy solut ions  to  i t s  
environmenta l  chal lenges ,  but  i t s  leaders  are  looking to in ternat ional  
par tners  for  help .   EPA has  col laborated  wi th  the  Chinese  government  
on innovat ive  approaches inc luding those  of  market  mechanisms to  
address  both  energy and environmental  concerns .  
 Product ive  col laborat ion has  been achieved through agency to  
minis t ry  agreements ,  mul t i la tera l  ef for ts  such as  the  Asia  Paci f ic  
Par tnership  on Clean Development  and Cl imate ,  or  more  broadly ,  
through the  U.S. -China  St rategic  Economic Dialogue.  
 Many of  EPA's  programs in  China  are  conducted wi thin  the  
f ramework of  a  20003 Memorandum of  Unders tanding wi th  China 's  
Sta te  Environmenta l  Protect ion Adminis t ra t ion.   The MOU establ ished 
a  mechanism for  the  U.S.  and China  to  determine s t ra tegic  
environmental  object ives  and to  coordinate  environmenta l  ac t ivi t ies .  
 Among the  many in i t iat ives  EPA has  under taken under  th is  MOU 
is  one working to  develop and disseminate  solut ions  to  reduce a i r  
pol lu t ion f rom home cooking and heat ing.   
 A second is  a  par tnership  wi th  the  Shanghai  Por t  to  assess  a i r  
qual i ty  management .   This  sc ience-based a i r  qual i ty  technology wi l l  
a l low the people  of  Shanghai  to  be  made aware  of  a i r  qual i ty  wi th in  
the  envi rons .  
 In  November  2006,  working in  par tnership  wi th  the  Bei j ing 
Environmenta l  Protect ion Agency and SEPA, EPA joint ly  launched a  
project  on the  re t rof i t  of  c i ty  buses .   I t  i s  hoped that  this  project  wi l l  
carry  over ,  not  only  wi thin  the  c i ty  of  Bei j ing  wi th  possib le  pos i t ive  
ramif ica t ions  for  the  Olympics  but  a lso  throughout  the  country .  
 Las t  summer,  EPA and the  Asia  Development  Bank s igned a  
le t ter  of  in tent  which both  s ides  expect  wi l l  enhance our  mutual  work 
in  China .    
 Mul t i la tera l  ef for ts  are  important .   I  have ment ioned the  Asia  
Paci f ic  Par tnership .   You may be  famil iar  wi th  th is .   The Asia  Paci f ic  



 

 

Par tnership  is  a  publ ic-pr ivate  par tnership  of  s ix  nat ions--China ,  
Aust ra l ia ,  China ,  India ,  Japan and the  Republ ic  of  Korea ,  and of  course 
the  Uni ted  States--commit ted  to  explor ing new mechanisms to  meet  
nat ional  pol lu t ion reduct ion,  energy secur i ty  and c l imate  change goals  
in  ways  that  reduce pover ty  and promote  economic development .  
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 I  shal l  move ahead in  the  t ime remaining to  d iscuss  the  St ra tegic  
Economic Dialogue.   At  the  las t  meet ing of  the  St rategic  Economic  
Dialogue which was  held  here  in  Washington about  a  month  ago,  EPA 
and the  Chinese  counterpar ts  have col laborated on four  projects .  
 The f i rs t  i s  a  jo in t  s tudy,  which is  des igned to  evaluate  the  
environmenta l  economic  and human heal th  cos ts  of  var ious  pol icy  
approaches  for  saving energy and control l ing emiss ions  f rom the  
Chinese  and U.S.  power  sectors .  
 This  a l lows the  Uni ted  States  to  work wi th  China  in  f i rs t  coming 
up wi th  a  p lan ,  which is ,  as  we a l l  a re  aware ,  a  preferred way of  doing 
business  in  China .  
 The second del iverable  f rom the  St ra tegic  Economic Dialogue 
addresses  energy eff ic ient  off ice  products .   The Energy Star  Program 
we have a t  the  Environmental  Protect ion Agency las t  year  a lone  saved 
the  equivalent  greenhouse  gas  emiss ions  which equate  to  the  emiss ions  
that  would  resul t  f rom 25 mi l l ion  automobi les  on the  h ighway.   We 
a lso  found that  there  was  a  u t i l i ty  savings  of  $14 bi l l ion.   So th is  
program is  something we 're  working wi th  wi th the  Chinese .  
 The thi rd  i s  a  coal  mine  methane projec t ,  a  capture  projec t .   The 
four th  i s  a  low sulfur  fuel  pol icy for  China.   A comment  on low sulfur  
fuel - -we here  in  the  Uni ted  Sta tes  have adopted a  low sul fur  fuel  
pol icy  and the  data  shows us  that  regarding the  posi t ive  heal th  and 
environmental  benef i t s ,  i t  i s  probably the  most  s ingular  pos i t ive  act ion  
that  EPA has  been able  to  take  over  the  years  to  improve publ ic  heal th  
and the  environment .   I  see  that  the  c lock is  t icking so  I  wi l l - -  
 VICE CHAIRMAN BLUMENTHAL:  We 're  on the  honor  sys tem 
s ince  we have--  
 MS.  AYRES:   I  shal l  abide by the  rules ,  but  I  am compel led  to  
make a  comment  on mul t i la teral i sm.   I  wi l l  make two comments .   One 
on enforcement  and compl iance  and one on mul t i la tera l i sm.  
 Many cr i t ica l  environmental  decis ions  in  China are  made a t  the  
provincia l  or  local  level  by off ic ia ls  wi th  l i t t le  or  no environmenta l  
t ra in ing or  responsibi l i ty .   EPA's  col leagues  a t  SEPA are  too few to  
oversee  more  than a  handful  of  such decis ions .   EPA and the  Asia  
Development  Bank have been asked by SEPA to  fac i l i ta te  the  
es tabl ishment  of  s ix  regional  supervis ion centers  that  wi l l  c rea te  a  new 
level  of  SEPA overs ight .  
 These  new centers  may a lso serve  as  t ra ining pla t forms for  which 
SEPA can bui ld  enforcement  capaci ty  a t  the  regional  level  and local  



 

 

levels  whi le  engaging more  act ive ly  wi th  important  s takeholders  
outs ide  the  nat ional  government .  
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 However ,  one  must  note  tha t  the  ins t i tu t ional  s t ructure  involved 
in  ensur ing compl iance  wi th  China 's  energy and environmental  goals  i s  
somewhat  f lu id .   Our  p lans  for  environmental  cooperat ion wi th  China 
wi l l  need to  adapt  to  new pol ic ies  and s t ructures .   I  refer  here  to  
China 's  June 4  announcement  of  measures  to  reduce greenhouse gas  
emiss ions ,  and las t  month 's  repor t  of  a  new leading group to  address  
energy eff ic iency and emiss ions  reduct ions .  
 Next  summer 's  Bei j ing Olympics  wi l l  a lso  af fec t  China 's  
wi l l ingness  to  pr ior i t ize  progress  on c lean a i r  in i t ia t ives .  
 Regarding mul t i la teral i sm,  China 's  envi ronmental  performance i s  
being c losely  moni tored both  by other  countr ies  and in ternat ional  
organizat ions  around the  world .  
 China  has  sa id  they are  engaged in  some 80 in ternat ional  
b i la tera l  environmental  agreements .   But  i ronical ly  there  i s  scant  
coordinat ion among the  80 nat ions  outs ide  of  formal ized in ternat ional  
par tnerships .  
 In  conclus ion,  EPA bel ieves  that  i t  i s  in  the  bes t  in teres t  of  both  
the  Uni ted  States  and China  to  work together  to  address  the  
environmenta l  chal lenges  resul t ing f rom China 's  s ignif icant  economic  
growth and energy consumpt ion.   
 In  fac t ,  the  common in terests  the  Uni ted Sta tes  and China share  
in  promot ing good environmenta l  prac t ices  and sus ta inable  energy 
pol ic ies  make these  amongst  the  most  promis ing and important  areas  
for  col laborat ion.   
 Thank you.  
[The s ta tement  fo l lows:] 1 
 
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much,  Ms.  
Ayres ,  and over  to  you,  Ms.  Harber t .  
 

STATEMENT OF THE HONORABLE KAREN A.  HARBERT 
ASSISTANT SECRETARY, OFFICE OF POLICY AND 

INTERNATIONAL AFFAIRS,  U.S.  DEPARTMENT OF ENERGY 
WASHINGTON, D.C.  

 
 MS.  HARBERT:  Good morning,  Madam Chairwoman and Mr.  
Vice  Chairman and members  of  the  Commiss ion.   I 'm pleased to  be  
here  today,  to  offer  tes t imony.   The las t  t ime we were  here  was  in  
February 2007,  and we a lso  had the  oppor tuni ty  to  tes t i fy  here  in  
August  of  2006,  and in  l ight  of  the  depth  and breadth  of  tha t  tes t imony 

 
1 Click here to read the prepared testimony of Assistant Secretary Judith E. Ayers 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/assistant_administrator_ayres_testimony.pdf


 

 

which out l ined in  some deta i l  our  energy cooperat ion,  I  propose  to  do 
something a  l i t t le  bi t  d i f ferent  today which is  to  t ry  and be  br ief  and 
leave  t ime for  Qs  and As.  
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 I  would  l ike  to  submit  my wri t ten  tes t imony for  the  record  and 
a lso  a  May 22 DOE repor t  tha t  summarizes  our  energy cooperat ion 
which should  serve  the  Commission 's  interests  very  wel l .  
 I  want  to  re i tera te  f i rs t  our  overa l l  goal  wi th  China--why we 
have e lec ted  engagement  versus  isola t ion and i t ' s  pr incipal ly  why i t  i s  
impor tant  and what  areas  speci f ica l ly  we th ink we can make a  
d i f ference  to  enhance our  energy secur i ty ,  our  col lec t ive  environmenta l  
s tewardship  and how to  sus ta in  economic growth.  
 Jus t  a  few facts ,  and I  know you 're  wel l  acquainted wi th  i t ,  but  I  
th ink this  i s  impor tant  as  a  backdrop to  why we are  ac t ively  engaging 
in  China.   As  global  energy consumption wi l l  increase  by roughly  50 
percent  between now and 2030,  70 percent  of  that  growth is  going to  
come f rom the  developing world  and 30 percent  of  that  growth wi l l  
come f rom China .  
 China  is  the  second- largest  consumer  of  energy.   China  consumed 
40 percent  less  energy than the  U.S.  in  2004,  but  by 2030,  i t  wi l l  
consume 11 percent  more  than the  Uni ted  Sta tes .   Right  now i t  
consumes about  7 .5  mi l l ion barre ls  of  o i l  per  day and by 2030,  that  
wi l l  double  to  15 mil l ion barre ls  of  o i l  per  day.  
 Of  that  o i l ,  indust ry  uses  70 percent  of  tha t  o i l  and the  indust r ia l  
sector  in  China  i s  growing and wil l  cont inue to  grow.   China only  
became an importer  of  oi l  15  years  ago.   I t  impor ted  about  two percent  
of  i t s  o i l  in  1993.   By 2004,  i t  was  import ing 43 percent  of  i t s  o i l .   I t  
i s  becoming import  dependent ,  jus t  l ike  the  Uni ted  Sta tes  i s  impor t  
dependent .  
 I t  i s  the  s ingle- larges t  consumer  and producer  of  coal  and is  the  
second- larges t  producer  of  hydroelect r ic  power .   As  Ms.  Ayres  has  
sa id ,  China  has  25 mil l ion cars  on the  road today,  and by 2020,  i t ' s  
projec ted to  have  a lmost  150 mi l l ion cars .  
 There  are  some es t imates  that  as  h igh as  300 mi l l ion vehic les  i f  
you account  for  l ight  t rucks  and heavy-duty  vehic les .   Where  i s  that  
s tee l  going to  come from?  Where  i s  tha t  fuel  going to  come f rom?  
Where  i s  that  infras t ructure  going to  come from and the  energy to  
ac tual ly  const ruct  tha t  inf ras t ructure?  
 In  1990,  only  11.5  percent  of  the  popula t ion had a i r -
condi t ioners .   By 2003,  62 percent  of  the  popula t ion had a i r -
condi t ioners .   40 .5  percent  of  China 's  popula t ion l ives  in  urban areas ,  
and that  wi l l  increase  to  about  55 to  60 percent  by 2020.   An urban 
dwel ler  uses  35 t imes  the  energy than of  a  rura l  res ident .  
 So those  are  some s tark  fac ts .   That ' s  why we e lect  to  engage 
rather  than isolate  China .   China  i s  c lear ly  heavi ly  re l iant  on  foss i l  



 

 

fuel  as  i s  the  Uni ted  Sta tes ,  and i t  wi l l  have  a  major  impact  on  the  
g lobal  environment .   By 2030,  energy-re la ted carbon dioxide  emiss ions  
f rom China are  projected to  account  for  26 percent  of  the  world 's  to ta l  
and projected to  exceed U.S.  emiss ions  before  2010,  and by 41.4  
percent  by 2030.  
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 So  what  does  this  mean?  I t  means tha t  we must  engage China  
and f ind ways  to  have them become a  responsible  s takeholder  in  the  
in ternat ional  economy and the  global  energy sys tem.  
 That  i s  why in  the  las t  two years ,  our  Secre tary  has  been to  
China  once ,  I 've  been three  t imes ,  my Deputy  has  been two t imes ,  i s  
current ly  on her  way back f rom China .   The Chinese  have been here  
four  t imes .   That  i s  jus t  on energy pol icy  issues  a lone.   That  i s  not  
technical  exchanges.   I t ' s  a t  very  senior  levels .   So we 've  had ten  back 
and for ths  in  jus t  the  las t  24  months  a lone.  
 There  are  lo ts  of  di f ferent  ways  we engage.   We 've  tes t i f ied  to  
those  before ,  whether  i t ' s  our  Energy Pol icy  Dialogue,  the  St ra tegic  
Economic Dialogue,  and the  Asia  Paci f ic  Par tnership .   We have a  
whole  a lphabet  soup--IPHE,  CSLF--I  could  go on and jus t  daze  you 
wi th  acronyms,  but  I  won ' t .  
 Our  v iew is  i t  doesn ' t  mat ter  under  what  chapeau,  i t  mat ters  that  
we ' re  get t ing  resul ts ,  and we 've  chosen very  speci f ic  areas  to  get  
resul ts .   The  f i rs t  i s  in  coal ,  foss i l  fuels ,  foss i l  energy.  I t ' s  a  dominant  
p layer  in  the i r  energy market ;  i t ' s  a  dominant  p layer  in  ours .   We have 
to  crack the  code on advanced coal  technology here  in  this  country ,  
and we want  to  par tner  wi th  China  to  do i t .   I t ' s  in  our  in terest ;  i t ' s  in  
thei r  interes t .  
 They have elec ted  to  join  us  in the  FutureGen project  here  in  the  
Uni ted Sta tes  which wi l l  be  the  f i rs t  emiss ions  f ree  coal - f i red  power  
p lant  ever  bui l t ,  and they wi l l  be  par t  of  the  government  s teer ing 
commit tee  and observing how we actual ly  const ruct  th is .   India ,  I 'm 
pleased to  say,  as  i s  Japan and South  Korea .  
 But  i t ' s  very  impor tant  tha t  they par tner  wi th  us  a long the  way.   
There 's  a  huge market  for  American technology in  advanced c lean coal  
technology in  China  as  they seek to  bui ld  out  thei r  e lect r ic i ty  
infras t ructure .   We hope to  capi ta l ize  on advanced coal  technology to  
expand our  markets  for  our  companies ,  he lp  them become 
environmental ly  responsible  users  of  the i r  coal  and help  them meet  
thei r  e lec t r ic i ty  needs .  
 Energy eff ic iency and renewable  energy.   Biofuels  can play an 
ext remely impor tant  ro le  in  meet ing the i r  t ransporta t ion  fuel  needs .   I t  
cer ta inly  i s  becoming a  much more  impor tant  p layer  here  in  the  Uni ted 
Sta tes .   We have an  in teres t  in  helping them def ine  what  type  of  a  ro le  
b iofuels  can play in  China .  
 I 'm pleased to  say that  we jus t  had a  b ig  delegat ion f rom China 



 

 

out  to  our  Nat ional  Renewable  Energy Laboratory out  in  Golden,  
Colorado,  and they became acute ly  aware  tha t  there 's  a  lo t  more  work 
to  be  done to  unders tand what  ro le  b iofuels  can play in  China .  
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 I t  has  a  very  diverse  agr icul tura l  envi ronment  in  China ,  as  we do 
here ,  and we 're  looking a t  d i f ferent  feedstocks  so  that  we have 
di f ferent  avai labi l i t ies  of  b iofuels .   We ' re  going to  help  them f ind out  
what  i s  the  probabi l i ty  of  expanding the  use  of  b iofuels  and what  type 
of  feedstocks  they can use  there .  
 We 're  going to  help  them look a t  indust r ia l  ef f ic iency.   As  I  sa id  
70 percent  of  the  oi l  they use  i s  in  thei r  indust r ia l  sec tor .   We have a  
program here  in  the  Uni ted Sta tes  where  we have audi ted  200 of  the  
most  energy in tens ive  indust r ies  here  to  help  them unders tand how 
they can save energy.   That  i s  ac tual ly  profi t -mot ivat ing for  them.   I t  
saves  them money.   And we want  to  do that  wi th  China,  so  that  they 
wi l l  have a  core  of  audi tors  tha t  can  go out  to  thei r  indust r ies  and help  
them save  energy so  tha t  they can actual ly  become bet ter  users  of  c lean 
energy.  
 That 's  an impor tant  theme that  came out  of  the  St ra tegic  
Economic Dialogue which is  how we can work wi th  China to  ac tual ly  
lower  tar i f f  and non- tar i f f  barr iers  to  c lean energy goods and services .   
We are  only  hur t ing ourselves  by making these  th ings ,  which are  good 
for  the  environment  and good for  c lean energy,  more  expensive ,  not  
jus t  for  ourse lves  and for  China ,  but  for  the  res t  of  the  developing 
world  as  wel l .  
 So we in  China  wi l l  be  helping to  lead the  way wi thin  the  Doha 
round to  ac tual ly  get  th is  a t  the  top of  the  l i s t  and have th is  addressed 
in  the  negot ia t ions  upcoming.  
 Nuclear  energy.   China  i s  embarking on a  very aggress ive  
expansion of  nuclear  power .   We are  very  pleased about  tha t .   I t  i s  a  
c lean source  of  energy.   I t  i s  an  oppor tuni ty  for  U.S.  manufacturers ,  an  
oppor tuni ty  for  U.S.  companies ,  and so we are  very  suppor t ive  of  thei r  
expansion.   We are  a lso  very suppor t ive  of  thei r  commitment  now to  
jo in  us  in  the  Pres ident 's  In i t ia t ive  on the  Global  Nuclear  Energy 
Par tnership .  
 We had a  minis ter ia l  meet ing of  f ive  countr ies  here  the  day 
before  the  St rategic  Economic Dialogue,  and the  Chinese  have agreed 
to  become ful l  par tners  in  th is  long- term vis ion of  how we 're  going to  
t ransform the  world 's  use  of  nuclear  energy over  the  long term to  make 
i t  prol i fera t ion res is tant ,  to  make the  fuel  avai lable  and to  f ind ways to  
br ing i t  back,  recycle  i t  and make i t  unat t ract ive  to  potent ia l  terror is ts .  
 I 'd  be  remiss  i f  I  d idn ' t  ta lk  about  s t ra tegic  o i l  s tockpi les .   I  
came in  a t  the  end of  your  s ta tement ,  Mr.  Commiss ioner ,  in  which you 
were  ta lking about  the  impor tance  of  the  use  of  o i l  and what  would  
happen in  a  d isrupt ion.   We have been very in tent  on  having China as  



 

 

i t  becomes a  centra l  character  in  the  energy market  to  bui ld  a  St ra tegic  
Pet roleum Reserve .  
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 They have embarked on such a  program;  they have four  s i tes  tha t  
they have se lec ted around China .   They ' re  bui lding this  in  three  phases .   
What  we most ly  are  concerned about  i s  the  way they wil l  use  thei r  
St ra tegic  Pet roleum Reserve .   I t  i s  very  appet iz ing,  very  a t t rac t ive  to  
use  such resources  to  mi t igate  pr ice  h ikes .  
 We in  th is  country  use  i t  to  mi t iga te  supply  disrupt ions ,  which is  
a  good th ing for  the  g lobal  energy market ,  as  we used i t  in  the  wakes  
of  Hurr icanes  Katr ina  and Ri ta .   So we are  working wi th them very  
c losely  to  help  them unders tand the  value  of  a  St ra tegic  Pet roleum 
Reserve  to  be  used only  in  the  case  of  a  supply  disrupt ion.  
 We jus t  had them out  to  our  SPR s i te  in  Bryan Mound,  Texas .   
They were  very  in terested in  how to  do th is  in  underground sa l t  
caverns ,  and we wi l l  pursue  that  engagement  wi th  them in  many 
di f ferent  fora  including in  my capaci ty  a t  the  Internat ional  Energy 
Agency and invi t ing them to par t ic ipate  wi th  us  in  supply  disrupt ion 
scenar ios  and in  the  actual  regulatory  and legal  f ramework to  govern 
that .  
 My las t  point  i s  on  c l imate  change.   Cl imate  change was  a  
centra l  point  of  the  recent  G8 meet ing.   Before  the  G8 meet ing,  the  
Pres ident  made a  very ,  very  important  announcement ,  an  invi ta t ion to  
es tabl ish  a  new framework going forward af ter  the  Kyoto Protocol  in  
2012,  a  post -Kyoto  f ramework for  the  world .  
 We are  on an  ambi t ious  program here  in  the  Uni ted  Sta tes  to  
reduce our  greenhouse  gas  in tensi ty  by 18 percent  by 2012.   We've  
spent  $37 bi l l ion to  actual ly  achieve those  technologies  that  wi l l  help  
us  solve  the  c l imate  change chal lenge.   In  2006,  we reduced our  
emiss ions  by 1 .3  percent  in  this  country ,  despi te  having economic  
growth.   We are  proving to  the  world  you can have economic growth 
and s t i l l  be  a  good environmenta l  s teward.  
 However ,  us  ac t ing a lone wi l l  not  so lve  the c l imate  change 
chal lenge.   We must  have countr ies  l ike  China  and India  a t  the  table  
because  over  the  long term,  whi le  the  indust r ia l ized world  is  able  and 
wi l l  take  i t s  share  of  the  responsibi l i ty ,  we have to  have the  
developing world  a t  the  table .   Otherwise ,  a l l  the  s teps  we take  wi l l  
not  succeed.  
 So the  Pres ident  has  i ssued an invi ta t ion.  He is  exci ted  about  
taking the  leadership  and involving China  in  an  upcoming summit  in  
the  Uni ted Sta tes  that  wil l  br ing the  larges t  emit ters  inc luding China  to  
es tabl ish  a  way forward over  the  next  18  months  to  address  greenhouse  
gas  emiss ions ,  to  address  the  c l imate  change chal lenge together ,  to  
es tabl ish  a  goal  of  how we 're  going to  do that ,  and es tabl ish  nat ional  
commitments  to  meet  that  goal .  



 

 

 So China has  to  be  a  par t  of  that  and we wi l l  engage very  
in tensely  over  the  next  18  months  to get  th is  to  a  point  where  China 
and India  and others  can jo in  us  and not  sacr i f ice  economic growth,  
improve environmenta l  sus ta inabi l i ty ,  and cer ta in ly  make a  s tep  
forward on energy secur i ty .  
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 So I  leave a l l  the  a lphabet  soup of  the  di f ferent  ways  that  we 
engage wi th  China  to  quest ions  and answers ,  but  le t  me jus t  say  tha t  i t  
i s  unavoidable  that  our  economies  are  inter twined,  tha t  our  energy 
secur i ty  i s  in ter twined,  and cer ta in ly  that  our  environment  i s  
in ter twined,  which is  why we wi l l  cont inue to  engage and engage much 
more  aggress ively  over  the  shor t  and medium term to  have China  and 
the  U.S.  unders tand each other  bet ter ,  have more  common pol icy  
f rameworks ,  and to  f ind ways  for  our  sc ient is ts  and our  pol icymakers  
to  increase  thei r  cooperat ion to  solve  common chal lenges .  
 Thank you.  
[The s ta tement  fo l lows:] 2 
 

PANEL I:   Discuss ion,  Quest ions  and Answers  
 
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much to  
both  of  you.   I ' l l  take  the  f i rs t  quest ion.  The f i rs t  quest ion I  have is  on 
the  prol i ferat ion-  res is tant  piece  of  the  nuclear  equat ion.  
 There  seems to  be  two par ts  to  tha t .   One is  China 's  own at tempts  
to  upgrade i t ,  which they were  very  c lear  wi th  us  when we were  there  a  
few weeks  ago.   They want  to  be  more  ser ious  about  thei r  own 
s t ra tegic  weapons  capabi l i ty ,  and so obviously  that ' s  a  concern  for  the  
Uni ted  Sta tes .   We ' re  very interested in  the  fus ion between the  c ivi l ian 
nuclear  sector  and the  mi l i tary  sector  and any ins ights  you 'd  have on 
how to  make our  cooperat ion prol i fera t ion res is tant  in  that  regard .  
 The other  one is  the  outward prol i fera t ion  problem.   As  China 
s t i l l  has  problems in  that  regard ,  that  we 've  heard  about  in  tes t imony 
over  the  las t  few years ,  I ’d  be interested in  hear ing how you are  
making safeguards  s ince  we 're  going forward aggress ively  on nuclear  
cooperat ion,  wi th  regards  to  outward prol i fera t ion as  wel l  of  d i f ferent  
types  of  c iv i l ian  nuclear  mater ia l?  
 MS.  HARBERT:  Let  me f i rs t  say  we are ,  as  I  indicated,  very  
suppor t ive  of  the  expansion of  nuclear  power  around the  world ,  wi th  
the  caveat  that  i t ' s  done,  as  you sa id ,  in  a  prol i fera t ion res is tant  
manner .  
 As  China  looks  to  bui ld  anywhere  f rom 20 to  40 new nuclear  
p lants ,  i t ' s  an  oppor tuni ty  to  address  our  t rade  imbalance ,  but  i t  i s  a lso  
an  oppor tuni ty  for  our  mi l i tary  complexes  to  great ly  enhance thei r  

 
2 Click here to read the prepared testimony of Assistant Secretary Karen A. Harbert 
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cooperat ion as  wel l .   That  was  noted in  today 's  Washington Post ,  as  a  
mat ter  of  fac t .  
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 There  are  those  that  would  l ike  to  say  that  China 's  bui ld-up is  a  
d i rec t  threa t ;  there  are  others  tha t  would  l ike  to  say th is  i s  an  
oppor tuni ty  to  bet ter  unders tand each other  so  that  we have deepened 
cooperat ion.   I  th ink i t ' s  unavoidable  that  we have  to  seek the  path  of  
deepened cooperat ion so  that  we can ensure  the  world  and ourselves  
most  impor tant ly  tha t  the  pursui t  of  nuclear  power  i s  be ing done in  a  
way that  i s  prol i fera t ion res is tant .  
 We have to  f ind a  way over  the  long term to  ensure  th is  great  
expansion of  nuclear  power ,  which wi l l  grea t ly  contr ibute  to  the  
c l imate  change chal lenge is  done in  a  way that  addresses  the 
reprocess ing of  nuclear  fuel ,  which is  why we invi ted China and they 
have accepted to  join  the Global  Nuclear  Energy Par tnership .   We have 
to  separa te  the  fuel  in to  ways .   
 F i rs t  of  a l l ,  in  a  nuclear  p lant ,  you only  use  about  ten  percent  of  
the  avai lable  fuel  and you ship  90 percent  of  i t  back.   We'd  l ike  to  f ind 
a  way to  recycle  tha t ,  to  separate  out  the  bad par ts  and to  be  able  to  
then cont inue to  use  the  exis t ing fuel  we have in  a  more  ef f ic ient  way.    
 Having China a t  the  table  i s  very  important .   The other  th ing we 
did  recent ly  i s  that  we have a  th ing cal led  Generat ion IV.   I t ' s  not  a  
U.S.  in i t ia t ive .   I t ' s  a  worldwide ini t ia t ive  of  21 countr ies  that  are  
looking to  f ind the  next  advanced rea l ly  commercia l ized source  of  
nuclear  energy.  
 Right  now people  are  us ing AP-1000,  which is  what  China  has  
jus t  se lec ted  f rom West inghouse ,  a  Generat ion I I I  and a  Generat ion I I I  
Plus  technology.   Generat ion  IV gets  us  to be  even more  ef f ic ient ,  even 
more  prol i ferat ion res is tant .   They have joined the  Generat ion IV 
Forum.   I t  takes  a  h igh level  pol i t ica l  and f inancia l  commitment  f rom 
China ,  but  the  countr ies  themselves  have  to  come to  a  consensus to  
invi te  them to  the  table .  
 We 've  decided that  i t  i s  in  our  col lec t ive interest  to  have  them 
there ,  to  expose  them to  the  next  technology,  so  that  we as  a  g lobal  
nuclear  communi ty  can be  assured that  they pursue  this  in  a  very 
responsible  and safe  manner .  
 As  par t  of  the  SED,  our  Nuclear  Regulatory  Commiss ion s igned 
an  agreement  wi th  China  to  improve our  unders tanding and thei r  
unders tanding of  the  importance  and the  process  of  nuclear  safe ty  and 
nuclear  safeguards .   And so  I 'm pleased tha t  the  NRC and thei r  s imi lar  
body wi l l  encourage increased cooperat ion and I  th ink over  the  long 
term that  wi l l  bear  us  some s igni f icant  f ru i t .  
 VICE CHAIRMAN BLUMENTHAL:  Jus t  a  quick fol low-up.   
These  are  obviously  good in i t ia t ives  and good obl igat ions  and so  for th ,  
but  even wi th  India ,  we ' re  going through the  problem of  ensur ing that  



 

 

civi l ian  nuclear  use  i s  not  dual  use  and not  t rans la ted  to  bui ld  up the  
s t ra tegic  arsenal .  
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 Do we have commitments  by the  Chinese?   Do we have ways  to  
ver i fy  that  that ' s  not  going on wi thin  China?  
 MS.  HARBERT:  This  i s  in  some ways  a  l i t t le  b i t  forward 
looking s ince  they have only  jus t  agreed in  th is  case  on the  AP-1000,  
which is  obviously  a  technology born and bred here  in  the  Uni ted  
Sta tes .   I t ' s  been cer t i f ied  by the  NRC as  having appropr ia te  safeguards  
in  p lace .   I t ' s  been cer t i f ied for  des ign and use  abroad.   So there  are  
s igni f icant  in ternal  safeguards .  
 I t  i s  impor tant  tha t  i t  i s  a  U.S.  technology that  i s  being ut i l ized.   
We feel  very  s t rongly  about  that ,  tha t  that  wi l l  provide  us  addi t ional  
secur i ty ,  and i t  takes  constant  v igi lance ,  and that ' s  why we have the  
IAEA.  That ' s  why we have a l l  k inds  of  d i f ferent  measures  I  th ink that  
we can pursue  to  ensure  tha t .  
 But  i t  i s  cer ta inly  not  wi thout  a  great  deal  of  vig i lance,  that  we 
don ' t  go  in to  th is  naive ,  but  we do go in to  th is  knowing that  the  
expansion of  c iv i l ian  nuclear  power ,  whether  i t  be  in  India  or  China  or  
in  o ther  p laces ,  i s  to  the  world 's  advantage  to  meet  the  huge increase  in  
demand,  but  doing i t  in  environmental ly  sus ta inable  ways .  
 So we have to  bui ld  in  those  safeguards ,  and I  th ink over  t ime 
the  nuclear  f ramework that  we have in  p lace  wi l l  only  cont inue to  get  
s t ronger  because  of  the  need to  increase  the  use  of  c iv i l ian  nuclear  
power .   I t ' s  in  our  interest  to  ensure  those  safeguards  are  in  place 
because  one accident  could  doom the  expansion of  nuclear  power ,  and 
that  i s  not  in  anyone 's  in teres t  and we are  wel l  aware  of  that .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   We have  
Commiss ioner  D'Amato.  
 HEARING COCHAIR D'AMATO:  Thank you very  much,  Mr.  
Chairman,  and thank you both  for  coming.  I t ' s  impor tant  tes t imony,  
in teres t ing tes t imony.   There  appears  to be  a  sense  of  movement  in  the  
re la t ionship .   Whether  or  not  that ' s  going to  resul t  in  tangible  
achievements  I  think is  what  we ' re  a l l  looking for .  
 I  want  to  ask  you both  a  quest ion deal ing wi th  c l imate  change.   
We now have a  repor t  f rom the  Chinese  in  June  of  a  na t ional  c l imate  
change program.   What  i s  each of  your  evaluat ions  or  your  agency 's  
evaluat ion of  the  s t rengths  and weaknesses  of  tha t  p lan?   Did  the  
Uni ted  Sta tes  play  a  role  in  developing i t?    
 And then you ment ioned the  ques t ion of  a  post -Kyoto  f ramework.   
Would you be  a  l i t t le  b i t  more  speci fic  about  what  the  ingredients  of  
tha t  f ramework wi l l  be?   You can s tar t ,  Secretary  Harber t .  
 MS.  HARBERT:  Sure .   Fi rs t  of  a l l ,  I  th ink i t ' s  impor tant  tha t  
they actual ly  have said  something about  c l imate  change,  tha t  they 've  
ar t icula ted  a  pol icy  or  a  path  forward on c l imate  change.   Are  we 



 

 

complete ly  suppor t ive  of  a l l  the  components?   No.   Would we l ike  to  
see  i t  more  aggressive?   Yes .  
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 They have e lec ted  to  reduce energy in tensi ty  in  thei r  Five-Year  
Economic Plan.   In  th is  par t  of  i t ,  they are  looking to  hydroelect r ic  
power ,  they ' re  looking to  nuclear  power ,  and they’re  looking to  energy 
ef f ic iency,  a l l  good things to  achieve  a  posi t ive  c l imate  change 
benef i t .  
 But  we 'd  l ike  to  see  i t  go  fur ther .   I  think  the  wor ld  would  l ike  to  
see  i t  go  fur ther .   We 're  going to  work wi th  them to  see  how we can 
br ing them in  to  ac tual ly  accept  a  grea ter  responsibi l i ty  in  address ing 
the  c l imate  change chal lenge.  
 Four  or  f ive  years  ago when i t  became very  apparent  that  China  
was  going to  have to  use  more  renewable  energy to  meet  i t s  energy 
demand,  they did  not  have a  legal  and regula tory  f ramework to  do so .   
We ass is ted  in  the  ac tual  draf t ing of  that  renewable  energy law direct ly  
to  say  this  i s  how i t  works  in  this  country ,  th is  i s  how i t  works  in  o ther  
countr ies ,  th is  i s  how i t  works  in  other  industr ia l ized versus  
indust r ia l iz ing nat ions ,  and here 's  what  you ' re  going to  need to  a t t rac t  
the  inves tment  you ' re  going to  need to  ac tual ly  expand the  role  of  
renewable  energy in  your  country .  
 They now are  taking i t  a  s tep  fur ther  real iz ing  that  incent ives  
and other  types  of  th ings  that  we use  in  our  market  economy here  may 
have a  ro le  to  p lay in  China .   You can ' t  jus t  mandate  th ings  to  happen,  
which has  been previous  pract ice  in  China.   You actual ly  have to  
incent iv ize  some th ings  to  happen.   So you ' re  seeing the  ro le  of  a  
market  economy now t ransfer  over  to  thei r  energy economy.  
 We think that ' s  a  good th ing that  wi l l  incent iv ize  the  r ight  
capi ta l ,  the  r ight  technology,  the  r ight  American  technology to  f low in  
and help  the  renewable  energy indust ry  expand.  
 On the  post -2012 Kyoto  f ramework,  as  the  Pres ident  announced 
severa l  days  before  going to  the  G8,  i t  i s  c lear  that  we,  the  largest  
emi t ters ,  have  to  do something very  ser ious  about  c l imate  change,  and 
that  he  i s  very  prepared to  take  a  leadership  posi t ion in  helping the  
largest  emit ters  come to  agreement  on what  a  pos t -2012 Kyoto  
f ramework would  look l ike .  
 I t  has  to  look l ike  something that  we would  agree  over  the  long 
term where  are  we t rying to  get ,  what  type  of  a  goal  are  we t rying to  
accompl ish?   The Canadians ,  the  Japanese ,  the  EU,  they a l l  have 
di f fer ing views,  but  i t  doesn ' t  mat ter .   We have to  come to  agreement  
on an  overa l l  goal  and then each country  has  to  have  a  nat ional  
commitment ,  a  na t ional  approach to  ac tual ly  accompl ish  a  goal .  
 And we can ' t  s i t  here  in  the  Uni ted  Sta tes  or  the  EU can ' t  s i t  
there  in  the  EU and say th is  i s  what  i t  has  to  be  for  the  world .   
Everybody 's  popula t ion growth is  d i f ferent .   Economic growth is  



 

 

dif ferent .   Geographical  d i s t r ibut ion of  indust ry  is  d i f ferent .   We have 
to  f ind  a  way that  each country  can make a  s igni f icant  contr ibut ion that  
does  not  jeopardize  economic growth.  
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 We in  th is  country  are  not  wi l l ing  to  put  arbi t rary  l imi ts  tha t  wi l l  
force  our  indust r ies  to  move to  p laces that  are  not  subject  to  any sor t  
of  commitment  or  goal .   We don ' t  want  to  see  our  indust ry  moved to  
China  or  India  and have them be  exempt  under  any sor t  of  a  post -Kyoto 
f ramework.   We want  to  br ing them in to  the  solut ion,  not  leave  them 
out  of  the  solut ion.  
 And so  we are  going to  work very  hard  over  the  next  18 months  
to  br ing  those  large  emit ters  in  to  a  f ramework that  wi l l  a l low us  to  
es tabl ish  a  commitment  and that  we wi l l  seek to  put  in  place  a  p ledge 
and review sys tem.   I f  you pledge "x" ,  we ' re  going to  look a t  you every  
year  and say are  you meet ing your  goal ;  are  you meet ing your  
commitment  or  not?  
 Maybe you want  to  ca l l  i t  the  shame game,  the  b lame game;  i t  
doesn ' t  mat ter .   At  least  there  wi l l  be  a  way for  us  to  be  held  
accountable  col lec t ively in  the  wor ld  to  address  c l imate  change.  
 MS.  AYRES:   Fol lowing on the  Assis tant  Secre tary 's  very  
thorough answer ,  I  would  make one more  observat ion.   By 2010,  China 
has  sa id  that  i t  wi l l  reduce energy consumpt ion by 20 percent  and 
reduce renewables  by ten  percent ,  and the  language in  the  document  
says  i t  expects  targets  wi l l  be  met .   Again,  fo l lowing on the  Assis tant  
Secre tary 's  s ta tement ,  EPA,  a long wi th  the  Depar tment  of  Energy and 
other  ent i t ies  in  the  execut ive  branch s tand ready to  work not  only  wi th  
China  but  a lso  wi th  o ther  developing countr ies  as  we begin  to  address  
g lobal ly  the  whole  i ssue  of  greenhouse  gas  emiss ions .  
 HEARING COCHAIR D'AMATO:  Yes ,  thank you.  While  I  th ink 
that  those  are  a l l  very  wel l  and good,  I 'm not  sure  how you accompl ish 
se t t ing nat ional  goals  wi thout  re la t ing i t  to  an  in ternat ional  basel ine .   I  
th ink that ' s  d i f f icul t  a t  most .   I  think this  ques t ion of  the  Chinese  
commit t ing  to  reducing thei r  emissions  by--what  d id you say--20 
percent  by 2010?   That ' s  a  speci f ic  goal .   That  can be  re la ted  to  the  
U.N.  Panel  basel ines .   I t  seems to  me you 've  got  to  ge t  cracking on that  
k ind of  assessment .   Otherwise ,  we can ' t  unders tand what 's  happening 
to  our  in tegra ted  global  ecological  sys tem in  terms of  temperature  
increases ,  both  a i r  and ocean.  
 I f  you ' re  going to  have a  world  ecological  sys tem,  you can ' t  have 
jus t  nat ional  goals  not  re la ted  to  a  basel ine .   So i t  seems tha t ' s  a  
problem we have to  work on in  terms of  that  pos t -Kyoto  f ramework.  
 The project ions  in  your  tes t imony,  Secre tary  Harber t ,  in  terms of  
China 's  carbon dioxide  emiss ions  projected  to  exceed U.S.  emiss ions  
by over  40 percent  in  2030 and the  compar ison of  that  to  the  Chinese  
goal  seems to  be  the  kinds  of  speci f ic  scenar ios  that  we need to  engage 



 

 

the  Chinese  on.   I s  i t  your  unders tanding that  the  Chinese  are  prepared 
to  s tar t  engaging us  on these  kinds  of  goals  and numbers?  
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 MS.  HARBERT:  There  are  two answers  to  your  quest ion.   They 
both  resul t  in  yes ,  but  I ' l l  te l l  you,  f i rs t  of  a l l ,  they fee l  that  they need 
the  technology to  address  i t .   I  th ink there  i s  a  ro le  for  the  Uni ted  
Sta tes  government  and more  impor tant ly  for  the  U.S.  pr iva te  sector  to  
p lay in  meet ing that  need.   There  i s  no way to  put  a  f ramework on top 
of  them that  they are  doomed to  fa i l .  
 HEARING COCHAIR D'AMATO:  Right .  
 MS.  HARBERT:  And i f  they are  going to  expand the  use  of  
c lean coal  in  thei r  country ,  they ' re  e i ther  going to  exacerbate  the  
c l imate  problem or  they ' re  going to  contr ibute  to  i t s  reduct ion.   They 
have to  have c lean coal  technology to  use  coal  but  do i t  in  an 
environmenta l ly  sus ta inable  manner .   So tha t ' s  in  our  interes ts ,  i t ' s  in  
thei r  interes ts ,  to  f ind  a  way to  do tha t .  
 I f  we can col laborate  on that ,  i t  ac tual ly  wi l l  br ing down the  cost  
of  c lean coal  technology worldwide.   They have a  huge market  for  i t ,  
and looking a t  ef f ic iencies  of  scale  and s imple  economics ,  i t  wi l l  then 
be  more  af fordable  for  our  country .   So i f  we have more  affordable  
c lean coal  technology and they do—since we 're  the  two larges t  
emi t ters- - that  wi l l  be  a  s igni f icant  cont r ibut ion  over  t ime to  addressing 
the  c l imate  change object ive .  
 Jus t  to  your  comment  on the  basel ine .   I  don ' t  th ink anybody 
disagrees  wi th  that .   I  th ink what  i s  important ,  that  we should  agree  
these  f igures  a lone show us  that  we can ' t  leave  China  out .   And that ' s  
why the  problem with  Kyoto  is  tha t  i t  leaves  the  big  guys  that  are  
coming down the  pike  out  of  the  tent ,  and we can ' t  a fford  that  any 
longer .  Maybe there  is  a  d i f ferent  way for  the  more  indust r ia l ized 
nat ions  to  help  them along and f ind ways  through technology 
cooperat ion and through less  s t r ingent  goals  and commitments  a t  the  
ear ly  years ,  but  a  far  more  s t r ingent  goal  later  on,  that  we can actual ly  
come to  over  the  next  severa l  hundred years  a  very ,  very  sol id i f ied  and 
comprehensive  approach to  c l imate  change.  
 But  they are  going to  need the  technology;  they ' re  going to  need 
the  ins t ruments ;  they ' re  not  going to  jus t  shut  down thei r  economy to  
address  thei r  envi ronment .   But  they ' re  fee l ing the  pain .   They rea l ize  
i t  has  an  economic cost .   Heal th  cos ts  in  China  are  going up.   They ' re  
not  going up s imply  because  they want  bet ter  heal th  care .   I t ' s  because  
they 've  got  environmenta l  i ssues .  
 They 've  got  water  i ssues .   They've  got  a  number  of  i ssues .   The 
energy use  i s  chal lenging thei r  environment  and when i t  s tar ts  
impinging upon thei r  economy,  they l i s ten .    
 HEARING COCHAIR D'AMATO:  Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Dick,  you 've  got  f ive  more  
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 CHAIRMAN BARTHOLOMEW:  Because  I  think this  i ssue  i s  so  
impor tant  I 'm going to  y ie ld  you my t ime and add my name to  the  
bot tom.  
 HEARING COCHAIR D'AMATO:  My col leagues  are  loaning me 
thei r  t ime,  which is  h ighly  unusual .  
 CHAIRMAN BARTHOLOMEW:  Yes .  
 HEARING COCHAIR D'AMATO:  I  th ink i t ' s  very  important ,  
very  important ,  tha t  you do acknowledge the  need for  a  basel ine .   I t  
seems logical  obvious ly to  ge t  to  that .   We aren ' t  there  yet  wi th  the  
Chinese  on such a  basel ine .   That  would  be  a  t remendous  achievement  
in  terms of  the  d ia logue that  we ' re  engaged in .  
 Now,  I  th ink i t ' s  very  important  a l so to  have some speci f ic  
achievements  and successes  wi th  the  Chinese  on the  big  i ssues  on the 
table  because  in  many of  the  i ssues  we 've  deal t  wi th ,  th is  Commission 
has  deal t  wi th ,  over  the  las t  f ive  years ,  the  issues  do not  seem to be  
subject  to  be  resolved.  
 We have a  ser ies  of  i r resolvable  i ssues .   The currency problem,  
for  example ,  i s  one  of  them.  IPR is  another  one  for  which we don ' t  
have  a  s t rong record  of  achievement  and success .   Hopeful ly ,  now in  
th is  area  we can.  
 Let  me ask you one speci f ic  quest ion in  terms of  some of  these  
technologies  that  you ment ion and coal  par t icular ly .   We 're  ta lk ing 
about  the  t ime frame for  the  possibi l i ty  of  fu l l  commercial izat ion  of  
capture  and s torage  technologies ,  sequest ra t ion technologies .  
 What  can you say about  what  you as  Secre tary  would l ike  to  see  
in  terms of  the  k ind of  t ime f rame to  put  in to p lace  viable  
commercia l iza t ion?   Or ,  i f  i t ' s  not  commercia l  f rom the  pr ivate  sectors ,  
i t  a t  least  works  and we can be  put  in to  p lace ,  we can put  i t  in to  place  
wi th  regard  to  the i r  new coal  p lants  on  a  t imely  bas is  of  carbon capture  
and s torage  technologies?  
 MS.  HARBERT:  Two di f ferent  components  to  that .   The project  
that  we are  ac t ive ly  working wi th  them on which is  the  FutureGen 
project  wi l l  ac tual ly  be in  our  view and what  our  best  es t imates  are ,  
and our  cos t  and schedule  fo lks  te l l  us ,  wi l l  be  2012.   I t  wi l l  be  
const ructed  by 2012.   Wil l  i t  be  commercial ly  viable  in  2012?  No,  th is  
i s  a  demonstra t ion project  that  i s  showing how dif ferent  technologies  
a l l  a long the  chain can be  in tegra ted together  and have ,  i f  successful ,  
the  f i rs t  emiss ions  f ree  coal  f i red  power  plant .  
 Carbon capture  and s torage is  something that  we are  working on.   
The sequest ra t ion of  carbon has  been used for  many,  many years  in  th is  
country  for  enhanced oi l  recovery.  
 HEARING COCHAIR D'AMATO:  Right .  
 MS.  HARBERT:  But  i t  has  not  been used in  such a  way that  we 



 

 

have put  suff ic ient  CO2 underground and moni tored i t  to  make sure  
that  there ' s  no adverse  effects  to  the  environment  or  anything e lse .   So 
we are  looking,  and we are  a t  the  Depar tment  of  Energy and we have 
money,  appropr ia ted  monies ,  to  ac tual ly  put  a  b i l l ion  tons  of  carbon 
under  the  ground and actual ly  observe i t .  And in  seven di f ferent  types  
of  geological  sequest ra t ions  in  th is  country  because  we need to-- the  
world  has  d i f ferent  geological  format ions  as  do we in  this  country ,  and 
i t ' s  not  going to  a l l  go  in  one place .  
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 So  we need to  put  i t  under  the  ground and we need to  observe  i t  
and see  what  happens .   I f  we look a t  what 's  happening wi th  carbon 
capture  and s torage  or  carbon capture and sequest ra t ion,  we ' re  looking 
a t  funding on the  order  of  about  $100 mil l ion a  year  r ight  now to  be 
able  to  capture  i t  and s tore  i t .  
 CO2 a t  the  moment  i s  a  l i t t le  expensive .   So that ' s  adding to  our  
cos ts  and we 're  t ry ing to  f ind ways  to  ac tual ly  ge t  some of  the  CO2 a t  
reduced ra tes  where  there  i s  a  dedicated  s t ream to  th is  s tuff  so  we can 
get  and spend more  of  the  money on put t ing i t  underground.   But  we 
have to  do capture  technology;  we have to  do s torage technology.   
 And i f  you look a t  one  of  the  ways  to  do that  through the  
in tegra ted gasi f ica t ion combined cycle  p lant ,  the  way we are  looking at  
i t ,  we 've  got  two of  them r ight  now in  th is  country .   They are  a t  
commercia l  sca le ;  they ' re  not  a t  commercia l  cos t .   Al l  of  this ,  the  
chal lenge is  not  tha t  the  technology isn ' t  ready--and carbon capture  
and s torage ,  i t ' s  not  qui te  ready-- i t 's  tha t  i t ' s  not  viable  a t  a  cer ta in  
cost .  
 So we have to  f ind ways  to  make th is  bet ter  and cheaper .   I f  
th ings  were  to  go a long as  we look a t  i t  now,  I  don ' t  see  IGCC 
technology ful ly  penet ra ted ,  fu l ly  developed in to  the  market  unt i l  
2040,  and our  job is  to  t ry  and shave those  years  off .   By cooperat ing 
wi th  a  country  l ike  China ,  which actual ly  i s  very  interested  in  this ,  and 
we can bui ld  these  out  a t  commercia l  scale  and mul t iple  t imes ,  ra ther  
than just  the  one  or  two we have here ,  then we actual ly  could  shave 
years  off .  
 So i t  has  a  domest ic  benef i t  as  wel l ,  tha t  i f  we can ut i l ize  the i r  
b ig  market  to  prove some technologies ,  then i t  wi l l  have a  double  bang 
for  the  buck,  there  and here ,  which is  sor t  of  our  phi losophy in  going 
in to  this .   I t  i s  important  for  the  environment ;  i t ' s  impor tant  for  our  
commercia l  interests ’  and i t ' s  equal ly  important  in  t ry ing to  prove th is  
technology and shave off  our  t ime f rame.   We don ' t  want  to  wai t  unt i l  
2040.  
 HEARING COCHAIR D'AMATO:  Right .  
 MS.  HARBERT:  We want  to  f ind  ways  that  our  mul t i la teral  
work wi th  other  countr ies  can di rec t ly  cont r ibute  to  our  energy 
secur i ty  here  in  the  Uni ted  Sta tes .    



 

 

 HEARING COCHAIR D'AMATO:  Thank you.   Do you have a  
comment ,  Secre tary Ayres?  
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 MS.  AYRES:   Thank you.   Jus t  a  comment  on methane.   Methane,  
as  we know,  is  a lso  a  greenhouse  gas .   I t  i s  23  t imes  more  ef f ic ient  
than captur ing carbon dioxide .   Going to  the  whole  issue of  energy and 
cer ta inly  the  i ssue  of  coal ,  i t ' s  impor tant  to  note  that  the  Uni ted  Sta tes  
i s  col laborat ing wi th  China on coal  mine methane recovery projects .  
 The larges t  coal  mine  in  the  wor ld i s  in  China  and this  las t  year ,  
EPA worked successful ly  wi th China  wi th Caterpi l lar  Corpora t ion 
which secured a  $58 mil l ion  cont rac t  f rom China  to  supply  power  
generat ion  equipment  to  this  world 's  larges t  coal  mine.  
 The f igures  are  interes t ing.   Once completed ,  an  es t imated 40 
mi l l ion tons  equivalent  of  carbon dioxide  emissions  wi l l  be  avoided 
over  a  20-year  per iod,  and a t  th is  recent  St ra tegic  Economic  Dialogue 
meet ing,  which Assis tant  Secre tary  Harber t  and I  both par t ic ipated,  
China  commit ted  to  const ruct ing another  15 of  these  k inds  of  projec ts ,  
wi th  the  goal  of  overcoming barr iers  to  appl ica t ion of  th is  technology 
on a  nat ionwide scale .  
 So here  i s  an  example  of  captur ing methane,  23  t imes  more  
eff ic ient  than carbon dioxide  a t  re ta ining heat ,  a  $58 mi l l ion contract  
wi th  Caterpi l lar  Corporat ion,  wi th  the  goal  of  expanding th is  
technology around the  country .  
 Thank you.  
 HEARING COCHAIR D'AMATO:  Thank you.   Jus t  one 
comment .   A quick comment ,  Mr.  Chairman? 
 VICE CHAIRMAN BLUMENTHAL:  Go ahead.   Las t  comment ,  
and then we ' l l  lay  h im off  you.  
 HEARING COCHAIR D'AMATO:  In  2040,  i f  current  t rends  
cont inue,  we ' re  going to  be  l iv ing on a  d i f ferent  p lanet .   Some people  
th ink we 've  got  about  20 years  to  get  th is  under  control .   Dur ing World  
War  I I ,  when we wanted to  create  a  new spy plane,  we put  the  U-2 
f rom paper  to  takeoff  on the  tarmac in  n ine  months .  
 So i t  seems to  me that  we need to  be  more  aggressive and we can 
be  more  aggress ive .   We 've  done i t  in  the  pas t ,  and we can do i t  in  
terms of  these  technologies ,  too .   Jus t  the  comment  that  I 'd  make.  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Commiss ioner  
Shea .  
 HEARING COCHAIR SHEA:  Good morning.   I  may be  fo l lowing 
up a  l i t t le  i t  on  what  Commiss ioner  D'Amato has  sa id .   Thank you for  
coming and i t ' s  rea l ly  good to  hear  you ta lk  about  the  impor tance  of  
engagement  wi th  China  on the  issue  of  energy and environmental  
protec t ion.   I f  there  i s  any area  where  we can coopera te ,  th is  seems to  
be  i t .  
 I t  was  a lso  good to  hear  what  you are  doing,  what  the  



 

 

adminis t ra t ion is  doing,  on the  EPA s ide  wi th  Energy Star  and the  low 
sul fur  project  and the  regional  SEPA centers ,  and on the  energy s ide  
wi th  FutureGen and a l l  the  exchanges .  
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 But  I  guess  I 'm echoing Dick 's  comment .   I s  the  th inking here  
comprehensive  enough,  imaginat ive  enough,  urgent  enough?   The genie  
may be  out  of  the  bot t le .   Can we put  i t  back in?   Do we have a  rea l  
sense  of  urgency on both  the  American s ide  and the  Chinese  s ide  in  
responding to  th is  impor tant  problem?  I t ' s  a  tough quest ion.  
 MS.  HARBERT:  I  think that  we cer ta inly  feel  a  d i rect  sense  of  
urgency and oppor tuni ty ,  qui te  frankly ,  as  the  t rends  are  c lear  what  the  
energy demand is ,  what  wi l l  be  happening in  terms  of  the  expansion of  
both  thei r  t ranspor ta t ion and indust r ia l  sec tor .  
 I t  i s  incumbent  upon us  to  engage much more aggress ively wi th  
China ,  to  help  them unders tand the  benef i ts  of  par t ic ipat ing in  a  world  
energy market .   I  have  said this  before  and I  s t i l l  bel ieve  i t ,  that  we 
def ine  energy secur i ty  as  having access  to  an af fordable ,  re l iable  
supply  of  energy.  
 China  s t i l l  defines  energy secur i ty  d i f ferent ly .   They def ine  i t  as  
owning the  access  to  an  affordable  re l iable  supply  of  energy.   And i f  
you ' re  a  market  economy,  you bel ieve  in  having access  to  i t  because  oi l  
i s  a  fungible  commodi ty .   I t ' s  out  there ,  and i f  you don ' t  ge t  i t  f rom 
one place ,  you get  i t  f rom another .   I t  ac tual ly  affords  you a  much 
more  divers i f ied  base  f rom where  to  get  i t .   
 I f  something happens  in  "x"  p lace ,  you ' re  going to  get  i t  f rom "y"  
p lace ,  and i t  i s  par t  of  our  d iscuss ions  in  helping them to  unders tand 
the  value  of  depending on the  market ,  of  not  having to  fee l  tha t  they 
have to  own i t .   They ' re  never  going to  own the  resources  that  they 
need to  fuel  the i r  economy.   They ' re  going to  have to  re ly  on a  market .   
And i f  you re ly  on a  market ,  you actual ly  have to have market  
pr inciples  in  p lace  a t  home.   You have  to  respect  them abroad and i t  
requires  you to  become a  very  responsible  market  p layer .  
 So that ' s  where  we 're  going.   I t  cer ta inly  i s  very  t rue  in  the  
energy area .   I t  i s  obviously  t rue  in the  areas  that  we ' re  not  here  to  
tes t i fy  about  in terms of  the ir  economy,  but  they ' re  very  much 
in ter re la ted .   They need the  energy to  fuel  the i r  economy,  and as  thei r  
economy cont inues  to  improve,  expand and more  increas ingly  re ly  on 
market  pr inciples ,  they have to  do the  same thing in  energy.  
 I f  you do that  on  energy,  i t  wi l l  a f ford  them a  more  re l iable  
supply  of  energy and force  them in to  I  th ink,  and force  is  probably  too 
s t rong of  a  word,  but  in to  a  f ramework where  they actual ly  recognize  
the  increas ing value  of  a  divers i f ied source of  inves tment  in  energy 
infras t ructure  and far  more  respect  for  the  environment .   Because the 
companies  and the  exper t i se  that  wi l l  f low into  thei r  country  wi l l  
cer ta in ly  have respect  for  environmental  regula t ions  and there  wi l l  be  



 

 

oppor tuni t ies  for  those  technologies  and those  companies  that  are  
producing these  c lean energy technologies  to  grow and prosper  there .  
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 HEARING COCHAIR SHEA:  Yes ,  but  the  fac t  i s  tha t  China  i s  
going to  bui ld  a  coal - f i red  p lant  once  a  week for  the  foreseeable  
fu ture .   You ment ioned,  Ms.  Ayres ,  tha t  they se t  an  energy reduct ion 
goal  of  20 percent  by 2010 but  they missed the  goal  for  2006,  and 
they 've  publ ic ly  admit ted  that .  
 I s  there  a  sense  of  urgency on the  Chinese  s ide  that  we need a  
reverse  course  or  a  changed course  on this  i ssue?    
 MS.  AYRES:   I  would  suggest  there  are  a  var ie ty  of  mot ivat ing 
fac tors  on the par t  of  China as  i t  addresses  environmenta l  i ssues .   I t  
has  become abundant ly  c lear  to  the  Chinese  that  a  poor  environment  i s  
af fec t ing thei r  economy and that  the  damage that  they have done and 
the  degradat ion that  they now must  suffer  and a t tempt  to  remediate  i s  
having economic consequences .    
 The Chinese  care  about  thei r  economy.   The Chinese  a lso  care  
about  the  Olympics .   I  th ink we have seen a  great  deal  of  mot ivat ion 
and had many posi t ive  conversa t ions  wi th  measurable  resul ts  regarding 
br inging the  world  to  China  for  the  Olympics  and whether  i t ' s  a  re t rof i t  
of  d iese l  buses  or  i t ' s  looking a t  areas  of  energy generat ion wi thin  the  
conf ines  of  the  Bei j ing metropol i tan  area ,  we 've  had some very  good 
conversa t ions .  
 I  think i t ' s  impor tant  to  know that  the  U.S.  approach to  China ,  as  
our  approach of ten  wi th  other  countr ies ,  i s  f rom the  Environmental  
Protect ion  Agency,  we are  the premier  envi ronmenta l  minis t ry  in  the 
world .   We 're  the  o ldes t  and acknowledged not  through our  own 
adula t ion but  through the  world 's ,  tha t  we have technical  capabi l i t ies  
which we are  wi l l ing to  share .  
 We a lso  acknowledge that  not  only  the  Uni ted  Sta tes  but  o ther  
developed countr ies ,  on  the  way to  becoming developed countr ies ,  
made egregious  er rors  a long the  way.   China  and other  developing 
countr ies  would  l ike  not  to  repeat  those  t ransgress ions .   Unfor tunate ly ,  
in  China ,  we see  that  the  economic  development  has  caused a  var ie ty  
of  problems.  
 What  the  Uni ted  Sta tes  i s  doing as  far  as  the  quest ion of  be ing 
imaginat ive ,  be ing comprehensive ,  i s  that  we are  shar ing those  lessons  
and the  Chinese  are  keen on learning those  lessons ,  and th is  i s  one  of  
the  bas ic  underpinnings  of  the  Stra tegic  Economic Dialogue.   What  
have we exper ienced?   What  have we learned?   What  can we share? 
 And then the  las t  comment  would  s imply  be  that  the  wor ld  i s  
watching.  Not  only i s  the  Uni ted  Sta tes  engaging wi th  China ,  but  79 
other  countr ies  are  a lso  engaging wi th  China ,  and China  is  very ,  very  
mindful  that  the  world  is  watching how they are  responding.  
 Thank you.  



 

 

 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much.   I  
wonder  i f ,  we have a  number  of  ques t ions  remaining,  I  wonder  i f  we 
can ask  you both  for  some more  t ime,  some more  of  your  t ime,  i f  we 
can go a  l i t t le  b i t  longer  than 10:15?  
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 CHAIRMAN BARTHOLOMEW:  Any chance you could  s tay  t i l l  
10:30? 
 MS.  HARBERT:  Be del ighted.   I  can.  
 MS.  AYRES:   A pleasure .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much.  
Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you to  our  wi tnesses  both  for  appearing today and a lso for  your  service  
to  our  nat ion.   I t ' s  a lways  wonderful ,  I ' l l  say ,  to  have a  panel  of  women 
par t ic ipat ing.   We don ' t  of ten  get  tha t  so  th is  i s  ter r i f ic .  
 A couple  of  comments  and I  have  two di f ferent  se ts  of  ques t ions  
which I  probably won' t  have  t ime to  ask .   When people  say engagement  
wi th  China ,  there 's  an  impl ica t ion that  there  are  people  out  there  who 
are  saying we shouldn ' t  be  engaging wi th  China  on these  th ings ,  and 
that ' s  jus t  s imply  not  the  case  on these .   So I  a lways  feel  the  need to  
correc t  the  record  on tha t .  
 I  th ink the quest ion  becomes what  i s  the  nature  of  the  
engagement  and what 's  happening,  who 's  benef i t ing?  The Chinese  
government  has  $1.2  t r i l l ion in  fore ign currency reserves .   The 
quest ion that  I  would l ike  to  ask i s  in  these jo in t  programs that  both  
EPA and DOE are  doing,  who 's  bear ing the  cost  of  that?   Are  the  
Chinese  contr ibut ing f inancia l ly  to  i t?   Obviously  they need to  be  
done,  but  are  they expect ing that  the  Uni ted Sta tes  taxpayer  should  be  
bear ing a l l  of  the  costs  of  th is?  
 And then,  second,  Ms.  Harber t ,  you ment ioned speci f ica l ly ,  and I  
was  going to  ask  you about  the  IEA and your  capaci ty  there ,  but  the  
d i f ference between the  Chinese  want ing to  own the  resource  versus  
get t ing  access  to  the  resource,  and i t  i s  unclear  to  me that  they 
unders tand that  they ' re  not  going to  be  able  to  own the  resources .  
 There 's  a  buying spree  that ' s  going on around the  world .   Jus t  
recent ly ,  the  Chinese  Nat ional  Aluminum Company has  bought  a  
copper  mine in  Peru .   So they ' re  cer ta in ly  t ry ing to  acquire  ownership  
of  these  th ings ,  and I  th ink i f  we ' re  count ing on thei r  not  being able  to  
do i t ,  tha t ' s  going to  be  a  d i ff icul t  pol icy  for  us .  
 So in  terms of  the  joint  programs,  who 's  bear ing the cost  of  
them,  are  the  Chinese  contr ibut ing,  and then i f  there 's  any chance,  Ms.  
Harber t ,  for  you to  ta lk  a  l i t t le  bi t  about  the  IEA,  what  do we th ink 
that  the  Chinese  role  should  be ,  what  i s  i t ,  and what ' s  the  potent ia l?   
Thanks .  
 MS.  AYRES:   Regarding the  age-old  quest ion who pays ,  one 



 

 

would have to  look a t  the  programs we have  wi th  the  Chinese  from a  
bi la tera l  perspect ive  and f rom a  mul t i la tera l  perspect ive .   From a  
b i la tera l  perspect ive ,  there  i s  shared f inancial  responsibi l i ty .   Yes ,  the  
Chinese  do contr ibute .   The Uni ted  Sta tes  contr ibutes  and there  are  
in ternat ional  f inancial  ins t i tu t ions  tha t  a re  contr ibut ing,  speci f ica l ly  
the  World Bank and the  Asia  Development  Bank.  
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 Regarding mul t i la teral  contr ibut ions or  mul t i la teral  programs,  
again ,  there 's  a  shared responsibi l i ty  amongst  the  members  of  those  
par t icular  ini t ia t ives  such as  the  Asia  Paci f ic  Par tnership .  
 MS.  HARBERT:  There 's  a  couple  of  d i f ferent  answers  to  your  
ques t ion.   I t  i s  cer ta inly  a  fact  that  I  th ink there 's  a  grea t  des i re  on 
behalf  of  the  Chinese  to see  an  indust r ia l ized versus  indust r ia l iz ing 
tech t ransfer  f ramework where  we would provide  great  sums of  money 
or  provide  them great  b ig  const ruct ion projects .  
 This  i s  not  a  weal th  t ransfer  arrangement  that  we ' re  going to  
have  wi th the  Chinese .   On the  tech t ransfer  s ide  of  th ings ,  we have 
very  s t r ic t  IPR s tandards  in  p lace .   On the  FutureGen project ,  for  
example ,  they are  paying us  $10 mi l l ion  to  jo in the  project ,  as  i s  India  
and wi l l  Korea  and Japan,  so  nobody gets  a  f ree  pass .   I f  we ' re  going to  
change the  wor ld,  we ' re  going to  change i t  together  and i t  cos ts  things ,  
and we a l l  have to  have some skin  in  the  game.  
 There  are  things  tha t  we do wi th  them that  i f  we ' re  helping them 
design laws,  e t  ce tera ,  i t  takes  human t ime,  but  we ' re  not  actual ly  
t ransferr ing capi ta l .   We don ' t  see  that  as  an  advantage  in  terms of  the  
way that  thei r  economy is  growing.   They don ' t  need capi ta l ;  they do 
need technology.   And why we focus  so  heavi ly  in  the  St ra tegic  
Economic Dialogue of  f inding a  way to  reduce the  cos ts  of  the  exis t ing 
technology to  places  l ike  China in  the  developing world  by reducing 
the  tar i f fs  and the  non- tar i f f  barr iers .  
 We are  hoping that  the  Doha round succeeds ,  tha t  we can get  
these  c lean energy goods  and services  and c lean equipment  and get  
these  cos ts  down so they can penetra te  a  market  l ike  China  and help 
them address  the i r  needs ,  and that ' s  not  tech t ransfer .   That ' s  
commercia l  oppor tuni ty  tha t  wi l l  he lp them achieve  thei r  energy needs 
and our  col lec t ive  environmental  needs ,  so  they are  paying thei r  own 
way in  some of  these  th ings .  
 Then there  are  things  tha t  ac tual ly  cos t  nothing.   When we get  
together  and we ta lk  and we expla in  to  them about  how you actual ly  
use  tax incent ives  to  create  consumer  behavior  change.   How we are  
us ing our  current  tax  code  and whether  i t  be  on hybrids  or  solar  or  th is  
or  that ,  and how that  actual ly  works  and to  get  the  people  who are  
ac tual ly  minis ter ing i t  a t  the  table  so  they can unders tand because ,  as  
you point  out ,  they missed thei r  target  and they know they missed thei r  
target ,  and they know that  they can ' t  cont inue to  push the  mandates  out  



 

 

to  the  provinces  and jus t  say you wi l l  meet  th is  or  e lse .  
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 They need new ins t ruments  and they need technology.   We can 
help  them show themselves  what  the  inst ruments  are ,  what  the  pol icy 
ins t ruments  are ,  but  they ' re  a lso going to  need the  technology.  
 CHAIRMAN BARTHOLOMEW:  I 'm afra id our  t ime is  up.   Can I  
ask  you to  respond in  wri t ing on the--  
 MS.  HARBERT:  On the  IEA? 
 CHAIRMAN BARTHOLOMEW:  The IEA.  
 MS.  HARBERT:  Be del ighted.  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Okay.   We have 
Commiss ioner  Houston next .  
 COMMISSIONER HOUSTON:  Thank you and thanks  again  to  
both  of  you for  being here  this  morning.   I  have what  I  think  i s  a  rea l ly  
quick quest ion,  Ms.  Ayres ,  for  you.   When we were  recent ly  in  China,  
i t  was  brought  to  our  a t tent ion the  problems of  t ranspor ta t ion pol lu t ion 
in  China .  Goods  are  coming out ,  mater ia ls  going in  a l l  day long on 
f re ight  cars  as  wel l  as  tankers .  
 And par t icular ly  in  southern China ,  there 's  a  huge problem with  
pol lu t ion coming f rom the  tankers ,  and I  wondered i f  there  was  any  
kind of  d ia logue or  d iscuss ion of  bes t  pract ices  f rom our  agencies  to  
China  on some th ings  tha t  can  be  done both  for  the  ra i l  and as  wel l  as  
for  the  ocean tankers  to  reduce  that  pol lu t ion that ' s  so  prevalent  from 
those?  
 MS.  AYRES:   The Environmenta l  Protect ion Agency has  
ident i f ied precise ly the  same issue .   At  this  t ime,  we ' re  wi thin  China 
looking at  the  t ransporta t ion sector  a t  th is  t ime.   At  this  t ime,  we ' re  
not  looking a t  the  ra i l  sec tor ,  but  we are  looking a t  the  por t  sector .   
And EPA has  launched an Internat ional  Por ts  In i t ia t ive .  
 The internat ional  por ts  are  not  only  in  China ,  but  in  other  Asian  
c i t ies  and actual ly  on our  own Pacif ic  coast ,  and we are  working wi th 
the shipping indust ry and wi th var ious  por t  fac i l i t ies  to  look at  fuel  
mixtures ,  look a t  k inds  of  engines  that  are  being used and a t tempt ing 
to  address  this  speci f ic  problem.  
 MS.  HARBERT:  Can I  jus t  add one th ing because  i t  a lso  goes  to  
another  commiss ioner 's  ques t ion about  nuclear  safe ty?   On por ts  
speci f ica l ly ,  there  i s  because  of  the  great  act iv i ty  in  the  por ts ,  
par t icular ly  in  areas  tha t  you jus t  pointed out ,  jus t  th is  month ,  we in 
par t  of  the  Depar tment  s igned an agreement  wi th China  to  ins ta l l  
equipment  a t  some of  these  very  busy por ts .  
 We ' l l  s tar t  wi th  one  and we ' l l  move from there  to  detect  i l l ic i t  
sh ipments  of  nuclear  mater ia l ,  radiological  mater ia l .   We have done 
th is  in  a  number  of  countr ies  wi th  very  busy por ts .   China  has  been an 
out l ier .   They real ize  i t ' s  in  thei r  interest  not  to  actual ly  par t ic ipate  in  



 

 

the  i l legal  t raff icking of  radiological  mater ia ls .   So tha t  was  a  b ig 
breakthrough on June 6 ,  and we 're  moving up very  quickly  to  help  them 
es tabl ish  a  much more  secure  por t  infras t ructure .  
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 I t  doesn ' t  address  the  environmenta l  components ,  but  i t  does 
something that  di rec t ly  i s  of  in terest  to  our  na t ional  secur i ty .  
 COMMISSIONER HOUSTON:  Great .   Thank you both .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 MS.  AYRES:   And poss ibly  jus t  as  a  fo l low-up,  I  had referenced 
in  my remarks  the  projec t  going on in  Shanghai  wi th  this  s ta te-of- the-
ar t  a i r  qual i ty  forecas t ing and publ ic  not i f ica t ion sys tem.  This  i s  
precise ly  the  same sys tem that  i s  used in  300 c i t ies  here  in  the  Uni ted  
Sta tes .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much.   
Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Jus t  a  quick ques t ion.   I  read in  
your  tes t imony,  and both  of  you I  think have repeated a  couple  of  
t imes ,  tha t  the  nat ional  government  doesn ' t  make any decis ions  on or  
make major  implementa t ion decis ions  on i t ,  but  local  and provincial  
governments  do.   Major  problem;  r ight?   We have i l legal  mines .   
Someone wrote  or  sa id  tha t  a  f i f th  of  the  power  p lants  are  unl icensed.   
I t ' s  e i ther  in  your  tes t imony or  somebody e lse 's  th is  morning.   
 There  seems to  be  a  huge implementa t ion problem that  jus t  now 
es tabl ishing a  regional  level  regula tory body might  be  qui te  
insuff ic ient  to  grab hold  of  the  problem.   Is  there  a  province  in  China  
that  i s  bet ter ,  markedly bet ter ,  than any other  in  i t s  implementa t ion or  
a  couple?  
 MS.  HARBERT:  I  wi l l  agree  wi th  you,  and I  sa id  you can ' t  
s imply  i ssue  an  edict  or  a  mandate  and expect  i t  to  happen.   There  has  
to  be  the  enabl ing environment  for  conforming to  the  mandates .   One 
of  the  pr incipal  problems is  enforcement .   There  i s  a  lack  of  the  abi l i ty  
of  enforcement ,  and whether  our  coal  plants  ac tual ly  meet ing the  
expected environmental  regula t ions  or  they are  only meet ing them 
when the  audi tors  are  present  a t  the  coal  plant  i s  an  excel lent  quest ion?  
 We 're  not  there  a l l  the  t ime to  see .   We 're  looking at  t ry ing to  
help  them with  remote  sensing,  and f inding ways  to  ac tual ly  have an 
enforcement  capabi l i ty .   I  have not  looked a t  a l l  the  di f ferent ,  a t  each 
province ,  what  everybody 's  comparat ive  advantage  is .   But  I  wi l l  say  
that  the  Bei j ing  Development  Reform Commiss ion--maybe i t ' s  because 
they ' re  l i te ra l ly  c loser  to  the  nat ional  government- -has  taken thei r  
mandate  and looked a t  i t  very  ser iously  of  how they can be  a  model  of  
improving thei r  abi l i ty  to  implement  the  nat ional  government 's  
expecta t ions ,  and to  do i t  in  a  way that  ac tual ly  has  local  
accountabi l i ty .  
 We have folks  there  working wi th the  Bei j ing Development  



 

 

Reform Commiss ion now on helping them interpre t ,  enforce ,  and 
execute  these  mandates  because  they fee l  ins t rument less  as  they are  
g iven some of  these  mandates .   So looking a t  how they can do things  a t  
the  local  level .  
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 Our  s ta tes  do things  a t  a  s ta te  level ,  and so  we 're  looking a t  
t rying to  empower  some of  these  commiss ions  that  are  responsible  for  
the  execut ion of  some of  these  regula t ions ,  but  enforcement ,  
regula t ion,  uni formity ,  a l l  of  those  are  a  problem,  and we deal  wi th  i t  a  
l i t t le  b i t  across  the  board in  the  SED on IPR,  and i t ' s  a l l  about  
enforcement ,  enforcement ,  enforcement .  
 I t ' s  not  going to  be  solved overnight ,  but  there  i s  a  recogni t ion 
that  wi thout  i t ,  they ' re  not  going to ,  and I  don ' t  th ink tha t  they enjoy 
coming in  f ront  of  the  cameras  and saying we 've  missed our  target  
again .   They have to  f ind ways .   I t ' s  not  by upping the  mandate .   I t ' s  by  
empowering people  and giving them more  pol icy  ins t ruments  to  
ac tual ly  achieve  the  mandate.   And so  I  th ink that ' s  an  oppor tuni ty  for  
us  qui te  f rankly  to  help  them do that .  
 MS.  AYRES:   I  would  s imply  comment  tha t  the  hear t  of  a  
successful  regulatory  regime is  compl iance  and enforcement  and that  
the  Chinese  real ize  that  this  has  been a  weakness  in  thei r  system and 
working wi th  EPA,  the  Asia  Development  Bank and the  Chinese 
government ,  these  s ix  regional  centers  are  going to  be  se t  up,  and that  
seems to  be  a  posi t ive  s tar t .   They have acknowledged that .  
 Regarding the  IPR issues ,  I  would  note  that ,  in  fact ,  EPA is  
engaged in  d iscuss ions  wi th  the  Chinese  on var ious  IPR issues  having 
to  do wi th  consumer  products  and compl iance  wi th  our  s tandards  for  
products  tha t  the  Chinese  would be  sending here .  
 COMMISSIONER FIEDLER:  Does  any local  government  o ther  
than Bei j ing s tand out  as  ac tor  of  responsibi l i ty  here?  
 MS.  HARBERT:  I  don ' t  want  to  say  no and I  don ' t  want  to  say  
yes .   Would i t  be  a l l  r ight  i f  we got  back to  you and sor t  of  gave you a  
bet ter  v iew in  that  I 'm not  the  bes t  versed on every  provincia l  
government 's  capabi l i ty ,  but  I  know there  are  others  that  would have a 
v iew? 
 COMMISSIONER FIEDLER:  Al l  r ight .  
 MS.  AYRES:   We' l l  jo in  wi th the  Energy Depar tment  on that .  
 COMMISSIONER FIEDLER:  Okay.  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Brookes  and 
then Commiss ioner  Reinsch.  
 COMMISSIONER BROOKES:   I  jus t  have two quick quest ions--
one for  Ms.  Ayres .   I  looked through your  tes t imony quickly ,  but  to  
what  extent  i s  Chinese  pol lu t ion reaching the Uni ted  Sta tes  and what  
ef fect  i s  i t  having? 
 MS.  AYRES:   The abi l i ty  of  pol lut ion par t icular ly  aerosols  to  



 

 

t ravel  across  vas t  d is tances  i s  very  wel l  documented.   The abi l i ty  to  
d iscern  wi thin  that  mix  what  i s  coming f rom where  i s  not .   So the  
tes t imony comments  on pol lu t ion coming f rom Asia ,  f rom South  Asia ,  
we know that  i s  occurr ing.   We know,  but  we don ' t  know exact ly  what  
countr ies  that  pol lut ion is  coming f rom.  
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 Technical ly  anything under  100 microns ,  any par t icular ,  aerosol  
par t ic le ,  under  100 micros  has  the  abi l i ty  to  be  t ransferred global ly  on 
a i r  currents .  
 COMMISSIONER BROOKES:  So we know that  i t ' s  coming f rom 
outs ide  the  Uni ted  Sta tes  and not  indigenous  to  the  Uni ted  Sta tes?   But  
we can ' t  i so la te  where  in  Asia  i t  may be  coming f rom? 
 MS.  AYRES:   At  th is  t ime,  we ' re  unable  wi th  great  assuredness  
keynote  the  source .  
 COMMISSIONER BROOKES:  Okay.   Thank you.   Ms.  Harber t ,  
when we ta lk  about  Chinese  energy,  i t ' s  of ten  sa id ,  and i t  may be  myth-
- I  am hoping you can dis t inguish  that  f rom fact - - that  China  is  of ten  
looking to  lock up energy resources  a t  the  source ,  or  that ' s  a  term 
that ' s  used.   Does  China put  any of  the  energy i t  ga ins  f rom outs ide  of  
China  on the  internat ional  market?  
 I t ' s  of ten sa id  that  these  resources  go d i rect ly  to  China ,  but  i s  
any of  i t  put  on the  in ternat ional  market ,  and do you know to  what  
extent  overseas  Chinese  oi l  companies  are  put t ing  energy on the  
in ternat ional  market?  
 MS.  HARBERT:  One of  the  th ings  we 're  t ry ing to  do wi th  China  
i s  to  improve thei r  da ta  so  tha t  they can supply  i t  to  the  in ternat ional  
market ,  and I 've  got  two speci f ic  answers ,  so  I 'm not  dodging i t .  
 One of  the  i ssues  we have wi th  thei r  S t ra tegic  Pet roleum Reserve  
i s  to  urge  China  to  tel l  the  g lobal  wor ld  market  what  you 're  doing,  how 
much are  you taking off  the  market ,  where  are  you taking i t  f rom to  put  
in  your  St ra tegic  Pet roleum Reserve .   You don' t  need to  increase  the  
cos t  of  o i l  jus t  by  not  te l l ing  the  market ,  and we 're  working through 
wi th  the  IEA and through the  Join t  Oi l  Data  In i t ia t ive  a t  the  
In ternat ional  Energy Forum to  help  them improve the  re l iabi l i ty  and 
the  t ransparency of  thei r  data .  
 How much are  they buying?  What  are  they consuming,  a l l  of  
those  types  of  things  that  a re  ac tual ly  very  important  for  g lobal  energy 
analys ts ,  t raders ,  buyers ,  se l lers  to  unders tand.   So we wil l  cont inue to  
work on that  over  t ime.  
 The amount  of  o i l  tha t  they produce--equi ty  o i l ,  as  we cal l  i t - -
abroad is  about  400,000 barre ls  per  day.   That ' s  what  they have in  
terms of  thei r  ownership  of  o i l  tha t  they ut i l ize .   That ' s  about  two 
percent  of  U.S.  consumpt ion or  about  .5  percent  of  wor ld  consumpt ion.   
So those  that  would ascr ibe  to  China becoming a  huge energy 
compet i tor  to  us  and buying up a l l  the  asse ts ,  the  fac ts  sor t  of  don ' t  
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 We cer ta inly  don ' t  want  to  encourage  and we cer ta inly  
d iscourage China  f rom invest ing in  p laces  tha t  we think those  dol lars  
are  being used to  prop up regimes that  are  e i ther  human r ights  
v iola tors  or  propagators  of  nuclear  weapons .  
 We wi l l  cont inue  to  exer t  t remendous  pressure  on China  not  to  
do that  because ,  going back to  what  we ta lked about  ear l ier ,  there  i s  
value  in  the  market  and that  you don ' t  need to  put  your  dol lars  in to  
p laces  where  you are  ac tual ly  propping up regimes that  are  unfavorable  
wi th  the  wor ld  communi ty .   You do not  have to  force  yoursel f  in to  that  
pos i t ion.  

  Secondly ,  we are  t ry ing to  work wi th  China  about  having them 
unders tand what  a  mul t inat ional  independent  oi l  company 's  pr inciples  
and pract ices  are  as  they inves t  overseas .   Our  oi l  companies ,  
American o i l  companies ,  have  a  very  high ra te  of  corporate  
phi lanthropy,  very  high regard  for  environmenta l  and labor  laws,  and 
that  i s  something that  we think Chinese  oi l  companies  could  benef i t  
f rom learning,  and we wi l l  cont inue to  do that .  
 So we don ' t  see  China  as  becoming a  compet i tor  and buying up 
a l l  the  resources ,  and that  a l l  of  the  o i l  tha t  they ' re  going to  own is  
going to  f low back di rec t ly  through a  p ipel ine  dedicated to  China ,  but  
there  i s  growing demand for  China ,  and so  investments  are  being made 
around the  world  including and in  Canada and other  p laces  where  those  
suppl ies  wi l l  go  to  China .  
 That  doesn ' t  mean that  i t ' s  shor t ing our  market .  
 COMMISSIONER BROOKES:  Right .   Can you jus t  answer  my 
quest ion? 
 MS.  HARBERT:  I f  we don ' t  ge t  i t  f rom "x,"  we 're  going to  get  i t  
f rom "y."  
 COMMISSIONER BROOKES:   Yes .   You didn ' t  answer  my 
quest ion.   I s  the  o i l  that  China 's  o i l  companies  are  pul l ing out  of  the  
ground overseas  going di rec t ly  to  China or  i s  some of  i t  be ing put  on 
the  internat ional  market?  
 MS.  HARBERT:  I t ' s  both .  
 COMMISSIONER BROOKES:  Both .  
 MS.  HARBERT:  I t ' s  both ,  but  in  large--  
 COMMISSIONER BROOKES:   Do you know what  percentage is?  
 MS.  HARBERT:  - -percentage,  i t ' s  going back to  China .  
 COMMISSIONER BROOKES:  Excuse  me?  
 MS.  HARBERT:  In  large  percentage  i t  i s  going back to  China.  
 COMMISSIONER BROOKES:  Can you put  a  number  on that  or  
we don ' t  have that  number?  
 MS.  HARBERT:  Of  thei r  equi ty  o i l ,  of  what 's  going back to  
China--  
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 MS.  HARBERT:  - -of  the  400,000 barre ls  of  o i l  per  day,  I  can 
get  you an exact  percentage,  but  i t  would  be  fa i r  to  character ize  that  
most  of  i t  i s  going back to  China .  
 COMMISSIONER BROOKES:   But  some of  i t  i s  be ing put  on the  
in ternat ional  market .  
 MS.  HARBERT:  Yes .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 MS.  HARBERT:  Jus t  s imply because of  the  t ranspor ta t ion cos ts .   
I t  would  cos t  more  to  put  i t  back into  China .   They can se l l  on the  
market  and get  something c loser .  
 VICE CHAIRMAN BLUMENTHAL:  Sure .   Commiss ioner  
Reinsch,  you have the  f inal ,  f inal  words .  
 COMMISSIONER REINSCH:  Thank you.   F i rs t ,  I  want  to  thank 
the  wi tnesses  for  being two of  the  most  competent  people  the  
Adminis t ra t ion has  sent  us .   I  wish they could  c lone you a l though 
that ' s  probably  agains t  one  of  thei r  o ther  pol ic ies ,  but  here  we are .   I  
have one quest ion for  Ms.  Harber t  and one for  both  of  you.   My 
quest ion for  Ms.  Harber t  i s  a  cont inuat ion of  what  Mr.  Brookes  was  
jus t  ta lk ing about .   Looking out  to  2020 or  so ,  what  do you see  as  the  
market  ef fec t  in  terms of  pr ice  and supply  of  the  increased demand by 
both  China and India?   You don ' t  need to  separa te  them.  
 In  par t icular ,  I 'd  l ike  you to comment  on pr ice  because  I  don ' t  
th ink you 've  sa id  anything about  that  yet ,  and on supply  you sa id  
several  t imes  i f  they get  i t  f rom "x" ,  we can get  i t  f rom "y."   That  
assumes there 's  a  "y ,"  and that  assumes that  supply  development  i s  
going to  keep pace  wi th  demand development .   Can you comment  on 
that  looking out  ten  or  15 years?  
 MS.  HARBERT:  Sure .   One th ing I  have learned in  the  two and a  
hal f  years  in  th is  job ,  and I 've  learned i t  f rom my boss ,  the  Secre tary ,  
i s  never  forecas t  pr ice  because  invar iably  you ' re  going to  be  wrong.   I  
can ' t  even forecas t  what 's  going to  be  a t  the  end of  the  day today,  much 
less  20 years  from now,  but- -  
 COMMISSIONER REINSCH:  Wel l ,  tha t ' s  a  t r ick  ques t ion,  but  
go ahead.  
 MS.  HARBERT:  But  that  be ing said ,  I  wi l l  say that  there  i s  
c lear ly  a  very ,  very  t ight  market  between supply  and demand.   We have 
very  smal l  spare  capaci ty  in  the  market  r ight  now.   Right  now i t ' s  
about  three  mi l l ion  barre ls ,  but  i t  was  as  shor t  as  a  mil l ion barre ls  
ear l ier  th is  year .  
 As  we look out  over  t ime,  i t ' s  going to  get  t ighter ,  and then 
there 's  going to  be  some re l ief  in  the  market  in  about  e ight  years  as  
new supply  is  being brought  on in  Cent ra l  Asia  and in  the  Middle  East .   
The Saudis  are  cer ta in ly  making a  b ig  inves tment  and br inging new 



 

 

capaci ty  on l ine  and making a  great  expansion of  o i l  there .   The 
Canadians  are  making a  t remendous  investment  in  the  oi l  sands  which 
wi l l  d i rec t ly  af fect  our  market  as  we are  the i r  natura l  market  for  tha t .    
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 So there  i s  s ignif icant  addi t ional  supply  coming on,  and that ' s  
not  wi thout  saying that  the  demand won ' t  a lso  increase .   So we 're  
going to  be  for  a  long t ime in  th is  razor  th in  market ,  which is  why i t  
makes  i t  so  impor tant  for  divers i f ica t ion of  our  energy supply ,  not  only  
where  we get  i t  f rom,  but  what  types  of  energy we use ,  and expanding 
the  use  of  nuclear ,  c lean coal ,  renewables ,  becoming a  more  eff ic ient  
user  of  energy,  f inding ways  to  exact  more  ef f ic iency out  of  our  
t ransporta t ion  sec tor ,  out  of  our  bui ld ing sector .  
 China  has  the  larges t  amount  of  const ruct ion going on in  the  
world .   We have to  f ind ways  for  them to  bui ld  bui ld ings  that  are  more  
ef f ic ient  day one,  not  to  go back and re t rof i t  them,  but  to  bui ld  those  
ef f ic iency th ings  in  a t  the  very beginning.   So i t ' s  not  going to  get  
easier ,  but  cer ta inly  wi th  the  high pr ices  that  we f ind ourse lves  in ,  
there  i s  a  prof i t  incent ive  now for  a l ternat ive  energies  and eff ic iencies  
to  be  brought  to  market ,  which is  what  over  the  shor t  and medium term 
is  ac tual ly  going to  provide  us  the  re l ief  that  we need.  
 COMMISSIONER REINSCH:  Okay.   Thank you.   For  both  of  
you,  I  th ink,  unless  I  missed i t ,  we haven ' t  ye t  ment ioned coal  to  
l iquids  technology.   I s  tha t  something that  you 're  d iscuss ing wi th  the  
Chinese  and is  that  a  technologica l  approach that ' s  consis tent  a lso wi th  
your  environmental  goals?  
 MS.  HARBERT:  Coal  to  l iquids  i s  a  technology,  as  you know,  
that  has  been around s ince  World  War  I I .   I t  was developed in  Germany 
when they had no a l ternat ives  and i t ' s  been used in  South  Afr ica  qui te  
expansively  because  they had few al ternat ives .  
 I t  i s  a  proven technology.   I t  has  not  found i t s  way to  the  Uni ted  
States  because  i t ' s  not ,  whi le  i t ' s  technological ly  v iable ,  i t ' s  not  
commercia l ly  cost  compet i t ive .   There  have been some indicat ions  that  
there  wi l l  be  a t  leas t  two coal  to  l iquids  p lants  being bui l t  in  China .   
We have yet  to  see  whether  that  wi l l  happen.   The press  repor t ing I  
th ink two weeks ago indicated that  one  of  those  projects  was on the  
f r inge  of  being canceled.   For  what  reason,  I 'm not  ent i re ly  c lear .   But  
these  are  commercia l  t ransact ions  tha t  we cer ta in ly  are  not  going to  get  
in  the  middle  of .  
 As  we look towards  what  we,  the  Adminis t ra t ion has  put  forward 
and what  the  Congress  i s  current ly  debat ing today,  we have energy 
legis la t ion on the  f loor  of  the  Senate ,  and the  President  has  legis la t ion  
he 's  put  forward wi th  an  a l ternat ive  fuels  s tandard.   There  i s  a  role  for  
coal  to  l iquids  wi th  carbon capture  and s torage.  
 There  i s  room for  this  a l ternat ive  fuel  to  be  brought  in to  the  
marketplace  as  long as  i t  does  conform to  our  environmental  goals  and 



 

 

aspi rat ions .  The a l ternat ive  fuels  s tandard  that  the  President  put  
forward has  a  credi t  t rading sys tem and coal  to  l iquids  wi th  carbon 
capture  and s torage  gets  a  cer ta in  compl iance value .  
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 I t  does  not  contemplate  coal  to  l iquids  pla inly  be ing considered 
par t  of  the  mandate ,  and so  there  i s  an  expl ic i t  d i f ference  of  having 
coal  to  l iquids  wi th  carbon capture  and s torage and wi thout  carbon 
capture  and s torage .   We haven ' t  seen any big  investments  in  coal  to  
l iquids  in  th is  country  as  people  are  looking to  see  what  our  
environmental  f ramework wi l l  look l ike ,  and I  think we 've  been very  
c lear  in  the  a l ternat ive  fuel  s tandard where  we see  tha t  technology 
f i t t ing  in .   I t  has  to  have carbon capture  and s torage  a long wi th  i t  in  
order  to  be  a  par t  of  the  mandate .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   We 're  going to  
wrap up because--  
 COMMISSIONER REINSCH:  Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  We want  to  thank you very  
much.   You 've  been ter r i f ic  wi tnesses  in  a  long l ine  of  good 
Adminis t ra t ion wi tnesses .   We 're  very  thankful  to  the Adminis t ra t ion 
for  sending wi tnesses .   We 're  hopeful  that  in  the  fu ture ,  the  
adminis t ra t ion wi l l  send wi tnesses .   And future  Adminis t ra t ions  wi l l  
cont inue to  send wi tnesses .   Thank you very  much.  
 MS.  HARBERT:  Thank you.  
 MS.  AYRES:   Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  We 're  going to  take  about  
three  minutes .   We ' re  running la te ,  and we ' l l  be  back in  three  minutes .  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 
 

PANEL II:   U.S.  NATIONAL LABORATORY PERSPECTIVES  
 

 HEARING COCHAIR VIDENIEKS:   In  our  next  panel ,  we ' re  
p leased to  welcome Dr .  Jane  C.S.  Long f rom the  Lawrence Livermore  
Nat ional  Laboratory  in  Livermore ,  Cal i fornia .  
 Dr .  Long is  current ly  the  Associa te  Director  of  Energy and 
Environment  for  the  Laboratory .   Pr ior  to  this  appointment ,  Dr .  Long 
worked a t  Lawrence Berkeley Nat ional  Laboratory  for  20 years .   Dr .  
Long 's  current  in teres ts  are  in  an  adapta t ion and re invent ion of  the  
energy sys tem in  response  to  c l imate  change.  
 Addi t ional ly ,  she  has  conducted research in  nuclear  waste  
s torage ,  geothermal  reservoirs ,  pet roleum reservoi rs  and contaminate  
t ransport .  
 Dr .  Long has  been asked to  present  the  Laboratory 's  perspect ive  
on the  global  energy future ,  exchanges  between the  Laboratory  and 
China ,  and the  impact  of  China 's  greenhouse  gas  emiss ions  on U.S.  a i r  
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 Thank you very  much for  tes t i fy ing today and taking the  t r ip  out  
here .    
 

STATEMENT OF DR. JANE C.S.  LONG 
ASSOCIATE DIRECTOR, ENERGY AND ENVIRONMENT 
DIRECTORATE, LAWRENCE LIVERMORE NATIONAL 

LABORATORY, LIVERMORE, CALIFORNIA 
 

 DR.  LONG:  Thank you,  Commiss ioner .  Thank you very  much,  
Madam Chairman and Commiss ioners  for  the  oppor tuni ty  to  tes t i fy .   
I 'm going to  g ive  you a  perspect ive  f rom my laboratory ,  Lawrence 
Livermore  Nat ional  Laboratory ,  and as  wel l  I ' l l  make a  few remarks  
about  our  s is ter  laboratory,  Lawrence Berkeley  Nat ional  Laboratory .   
Mark Levine  f rom Lawrence Berkeley was  not  able  to  be  here ,  but  he  
d id  submit  some wri t ten  tes t imony.  
 The Nat ional  Labs  suppor t  the  Depar tment  of  Energy 's  s t ra tegic  
goals  for  energy and energy secur i ty  and c l imate ,  and our  research 
effor ts  in  par tnership  wi th  indust ry  and univers i t ies  and in ternat ional  
col labora t ions  are  going forward in  that  regard .  
 We are  in ternat ional ly known for  our  work in  c l imate .   Coming 
f rom our  background in  weapons  tes t ing,  we began working on 
a tmospher ic  events  many,  many years  ago,  and as  a  resul t ,  now,  we 
have 50 a tmospher ic  sc ient is ts  and we are  known for  work in  the  
a t t r ibut ion of  c l imate  change to  human behavior .   As  wel l ,  we worked 
on underground tes t ing and that  has  g iven us  a  very  good perspect ive  
in  ear th  sc iences  for  conta inment  of  carbon dioxide  and underground 
processes  such as  in-s i tu  coal  gas i f ica t ion.  
 You asked a  ques t ion f rom me,  what  guides  our  research,  We 
have looked a t  the  ent i re  spect rum of  the  energy and c l imate  problem 
together  and concluded that  i f  we work to  make a  carbon f ree  energy 
sys tem,  tha t  that  wi l l  automat ical ly help  to  solve  the energy secur i ty  
problem.    
 So we work on ways  to  improve eff ic iency,  add renewable  
energy,  sequester  carbon,  add renewable  fuels ,  and overcome the  
di f f icul t ies  of  nuclear  power ,  and in  doing those  th ings ,  we see  that  we 
wi l l  t ry  to  achieve a  carbon f ree  environment ,  emiss ion f ree  
environment ,  and as  wel l  solve  the  energy secur i ty  problem.  
 We do not  have a  lo t  of  exper ience wi th China ,  but  we have 
common in terests  wi th  China.   I t ' s  impor tant  to  note  that  th is  
col laborat ion is  very  important  because  the  common in teres t  in  energy 
and c l imate  that  we have.   The U.S.  consumes about  25 percent  of  our  
energy through the  use  of  coal ,  but  coal  accounts  for  about  40 percent  
of  our  C02 emiss ions .   We use  25 percent  of  the  world 's  energy;  China 



 

 

uses  15.   But  about  60 percent  of  thei r  use  i s  coal  and 80 percent  of  
the i r  emiss ions  come f rom coal .  

 

 
 
 
  

- 38 -

 

 So China  and the  U.S.  are  both  impor t ing oi l  and we are  both  
worr ied  about  o i l  secur i ty .   With  thei r  expanding economy,  they are  
account ing for  38 percent  of  the  tota l  growth in  o i l  demand worldwide.   
So wi th these  common vi ta l  interests ,  I  would l ike  to  d iscuss  three  
speci f ic  i ssues .  
 F i rs t  i s  tha t  the  Nat ional  Labs have been working wi th  China 
over  some t ime on energy eff ic iency,  and here  I 'd  l ike  to  ment ion,  as  I  
sa id  I  would ,  Mark Levine 's  tes t imony.   Mark has  worked extensively  
in  China  over  many years  wi th  many of  thei r  agencies ,  focusing on 
energy s tandards  for  bui ld ings ,  appl iance  s tandards ,  label ing and 
indust r ia l  energy eff ic iency,  and for  some 20 years ,  f rom about  1980 to  
2000,  they made a  very  successful  energy eff ic iency program,  and they 
l imi ted  thei r  energy growth by hal f  of  what  thei r  GDP growth was  
dur ing that  per iod.  
 But  s ince then they fe l l  back and thei r  GDP growth has  not  been 
less  than thei r  energy growth,  and i t ' s  t ime now to  re invigorate  an  
energy eff ic iency plan  wi th China .  
 Secondly ,  I  th ink i t ' s  rea l ly  impor tant  that  we work wi th  China 
on reducing greenhouse  gas  emiss ions .   As  I  ment ioned,  about  40 
percent  of  our  emiss ions  and near ly  80 percent  of  the i r  emiss ions  are  
due  to  coal ,  and c lean coal  technology including carbon sequest ra t ion 
and underground coal  gas i f ica t ion are  important  technologies  for  
deal ing  wi th this .  
 My wri t ten  tes t imony discusses  this  in  deta i l ,  and I  wi l l  jus t  
answer  your  quest ions  here  as  you have them.   These  are  important  
technologies  i f  we ' re  going to  cont inue  to  meet  our  needs  wi th  coal  and 
i t  rea l ly  doesn ' t  appear  that  there 's  a  good way in  the  next  ten ,  20 ,  30 
years  to  avoid  the  use  of  coal  so  i t ' s  rea l ly  important  that  we change 
the  way we use  i t .  
 There  are  many in ternat ional  col labora t ions  in  the  area  of  coal  
and carbon sequest ra t ion,  and there  i s  a  press ing need for  large-scale  
exper imenta t ion.   I t  was  ment ioned before  that  there  are  seven 
par tnerships  in  the  Uni ted  Sta tes  that  are  looking a t  la rge-scale  tes ts  of  
carbon sequest ra t ion.   These  tes ts  are  ext remely important  and,  as  
wel l ,  they ' re  needed in  China .   Both  countr ies  would benef i t  f rom 
programs to  demonstra te  underground coal  gas i f ica t ion and 
sequest ra t ion.  
 F inal ly ,  I 'd  l ike  to  ment ion human- induced a tmospher ic  changes  
that  wi l l  a f fec t  the  U.S.  and China .   S ince  about  1985,  our  laboratory  
and other  laborator ies  have been involved in  a  DOE sponsored 
col laborat ion on global  warming.   This  has  had severa l  par ts .   One 
in teres t ing par t  i s  the  Chinese  are  a  very  long c ivi l iza t ion and so  they 



 

 

have through var ious  government  records ,  they have thousands  of  years  
of  cer ta in  k inds  of  c l imate  data  which became very  a t t rac t ive  to  our  
c l imate  researchers .  
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 As  wel l ,  the  Chinese  had a  nascent  c l imate  model ing program 
which was  the  subject  of  our  laboratory 's  col labora t ion wi th  them,  and 
they have moved forward very  wel l  wi th  thei r  c l imate  model ing 
program,  and we have been very  involved in  helping them do that .   As  
par t  of  what  happened wi th  that  col laborat ion,  i t  grew into  an 
in ternat ional  program and the  inter -compar ison of  c l imate  models ,  
which is  now run a t  our  laboratory ,  and that  in ter -compar ison project  
contr ibuted 35 terabytes  of  da ta-- tha t ' s  three-and-a-hal f  Librar ies  of  
Congress-- to  the  IPCC del ibera t ions  that  resul ted  in  the  las t  2007 
repor t  concluding 90 percent  cer ta inty  that  c l imate  change was 
anthropogenical ly  caused.  
 So the  roots  of  this  c l imate  model  in tercompar ison project  came 
out  of  the  China  col laborat ion .   In  addi t ion to  that ,  recent  work at  our  
laboratory  that  i s  funded by the  laboratory-- laboratory  di rected 
research--has  been us ing the  c l imate  models  that  we have to  t rack back 
a i r  pol lu t ion f rom the  Uni ted Sta tes  to  China,  and this  very  recent  
work just  submit ted  to  Science  in  the  las t  couple  of  weeks  has  shown 
that  40  percent  of  the  aerosols  in  a  speci f ic  s i te  in  the  Sierra  were  
a t t r ibutable  to  China ,  some of  them coming f rom Afr ica  across  China  
in to  th is  par t icular  s i te ,  and that  on a  day,  on a  per iod of  t ime when 
there  were  no dust  s torms or  any other  way to  say  that  i t  was  especial ly 
h igh loading.   So I  th ink i t  might  be  a  fa i r ly  typical  number  of  40 
percent .  
 So in  summary,  I 'd  l ike  to  say  that  China  i s  a  v i ta l  a rea  for  us  to  
cont inue  to  col laborate  wi th  and we have mutual  in teres ts .   We have 
mutual  problems,  and we would  benef i t  great ly  f rom shar ing 
technology and shar ing some of  the  solut ions .  
 Thank you very  much.  
[The s ta tement  fo l lows:] 3   
 

PANEL II:   Discuss ion,  Quest ions  and Answers  
  

 HEARING COCHAIR VIDENIEKS:   I ' l l  ask  the  f i rs t  quest ion,  i f  
I  may,  Mr.  Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Okay.  
 HEARING COCHAIR VIDENIEKS:   In  your  prepared tes t imony 
you ment ioned that  China  is  the  leader  in  the  world  in  underground 
coal  gas i f ica t ion.  
 DR.  LONG:  Yes .  

 
3Click here to read the prepared statement of Dr. Jane C.S. Long  
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 HEARING COCHAIR VIDENIEKS:   Is  there  reason why here  in  
the  U.S.  apparent ly  i t ' s  not  taken off  rapidly  or  e i ther  are  there  
economic reasons  why we 're  not  doing i t?   Apparent ly  there  i s  low 
capi ta l  investment .   There  are  equipment  savings  that  could  be  made 
and the  coal  can  be  re t r ieved which is  bur ied  away in  an  unminable  
locat ion and so  for th .   Would you please  expand on that  a  l i t t le  b i t?  
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 DR.  LONG:  I  th ink i t ' s  a  combinat ion of  the  economics  of  i t  
before  there  was  the  c l imate  change impera t ive .   So with  the  c l imate  
change imperat ive ,  i t  becomes much more  interes t ing .   We looked a t  
th is  a t  our  laboratory  many years  ago,  ten  or  15 years  ago,  and a t  tha t  
t ime,  people  wanted to  get  syngas  out  of  underground coal  gas i f ica t ion 
and hydrogen was  produced a t  the  same t ime,  which caused a  problem.  
 Now,  we have the  technology to  separate  these  gases  and I  th ink 
that  g iven the  c l imate  imperat ive ,  there  should  be  a  renewed in teres t  in  
the  Uni ted Sta tes  as  wel l .  
 HEARING COCHAIR VIDENIEKS:   Jus t  a  fo l low-up quest ion.     
Can you comment  on or  maybe specula te  as  to  what  proport ion of  the  
coal  mines ,  the  coal  product ion fac i l i t ies  are  owned by the  pet roleum 
people?  
 DR.  LONG:  In  China?  
 HEARING COCHAIR VIDENIEKS:   In  the  U.S.  and China?  
 DR.  LONG:  No,  I  don ' t  know the  answer  to  that .   I 'm sorry .  
 HEARING COCHAIR VIDENIEKS:   Okay.   I t ' s  an  in teres t ing 
quest ion to  fo l low on.  
 DR.  LONG:  Yes .  
 HEARING COCHAIR VIDENIEKS:   Thank you.   Anyone e lse  
have quest ions?  
 COMMISSIONER HOUSTON:  I  do.   Maybe we need to  make a  
l i s t .  
 HEARING COCHAIR VIDENIEKS:   Yes ,  I 'm s tar t ing  to  make a  
l i s t  here .  
 COMMISSIONER HOUSTON:  I  have a  fa i r ly  quick quest ion 
because  I  d idn ' t  go  to  mining school ,  and I  don ' t  know too much about  
coal ,  but  I  unders tand there 's  a  d i f ference  between U.S.  coal  and 
Chinese  coal  in  the  nature  of  i t .   And what  i s  tha t  d i f ference ,  and how 
does  that  af fec t  both  the  energy product ion in  China  as  wel l  as  the  
environmenta l  problems that  they have in  China  because  of  the  coal  
burning that  they do?  
 DR.  LONG:  I 'm not  the  r ight  person to  ask  about  that ,  but  I 've  
heard  the  same th ing,  and I  th ink i t ' s  d i r t ier  coal ,  more  sul fur ,  more--  
 COMMISSIONER HOUSTON:  The Chinese  coal  i s?  
 DR.  LONG:  Yes .  
 COMMISSIONER HOUSTON:  So i t ' s  rea l ly  more  impor tant  in  a  
way then,  I  guess ,  would  be  the  conclus ion for  them to  proceed wi th  



 

 

clean coal  technology?   Would that  be  a  reasonable  conclus ion? 
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 DR.  LONG:  I t ' s  impor tant  for  both  of  us .   Some coal  i s  worse  
than others  for  the  purpose  of  emiss ions ,  but  a l l  coal  i s  a t  the  end of  
the  spect rum for  foss i l  fue l  of  producing more  emiss ions ,  more  carbon 
dioxide  per  uni t  of  energy than any other  form of  foss i l  fuel .  
 So the  di f ferences  between the  coal ,  I  th ink,  are  somewhat  less  
impor tant  f rom the  c l imate  perspect ive than the fact  that  i t ' s  coal  
versus  o i l  versus  gas  versus  renewables  versus  eff ic iency in  reverse  
order .  
 COMMISSIONER HOUSTON:  Thank you.  
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Brookes .  
 COMMISSIONER BROOKES:   Thank you.   You were  ta lk ing a  
l i t t le  b i t  about  a  project  in  the  Sierras ,  about  being able  to  d is t inguish  
Chinese  pol lu tants  coming to  the  Uni ted Sta tes .   Could  you e laborate  a  
l i t t le  bi t  more  on that  and where  tha t  i s  and who 's  running that  project  
and what 's  your  f inding beyond the  sentence or  two you gave in  your  
s ta tement?  
 DR.  LONG:  Okay.   So i t ' s  a  col laborat ive  project  wi th  people  
moni tor ing aerosols  in  the s ta te ,  and we col lec ted the  data  f rom those  
aerosols  and we actual ly  looked a t  the  chemical  s ignatures  and the  
isotopic  s ignatures  of  the  aerosols ,  but  we 're  unable  to  draw any 
conclus ions  about  where  they came f rom by looking a t  the  chemical  
s ignatures  or  the  isotopic  s ignatures  of  the  aerosol  par t ic les  that  were  
col lec ted  over  t ime in  a  s i te  in  the  Sierras .  
 COMMISSIONER BROOKES:  Where  is  th is  in  the  Sierras?  
 DR.  LONG:  I  th ink i t ' s  near ,  I  be l ieve  i t ' s  near  King 's  Canyon,  
but  I 'd  have to  check.  
 COMMISSIONER BROOKES:   Near  where?  
 DR.  LONG:  I  be l ieve  i t ' s  near  King 's  Canyon,  but  I  can check 
and le t  you know.  
 COMMISSIONER BROOKES:   Where  is  tha t?   What  s ta te  i s  i t  
in?    
 DR.  LONG:  Cal i fornia .   I  can  get  you that  answer  i f  you 'd  l ike 
i t .  
 COMMISSIONER BROOKES:  Okay.  
 DR.  LONG: The data  f rom this  exper iment  has  jus t  been 
submit ted to  Science  for  publ icat ion .   They were unable ,  as  I  sa id ,  to  
f ind a  way to  f ingerpr in t  the  aerosols  through a  chemical  match.  
 They were  able  through a  mechanical  analys is  of  looking a t  a l l  
the  a i rs t ream data  that  i s  t ransported  around the  g lobe and being able  
to  t rack back where  packets  of  a i r  came f rom and how much came f rom 
where ,  they were  able  to  match the  pat tern  of  aerosol  concentra t ions  in  
the  a i r ,  and so  they were  able  to  f ingerpr int  i t  through a  concentra t ion 
analys is  to  show that  40 percent  of  i t  came f rom China ,  and some of  



 

 

tha t  came across  Afr ica ,  up through China,  to  us .  
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 COMMISSIONER BROOKES:   So i t ' s  hard  to  d is t inguish  
whether  i t ' s  Afr ican or  Chinese?  
 DR.  LONG:  I  think they can,  yes .    
 COMMISSIONER BROOKES:   They can.  
 DR.  LONG:  Yes .  
 COMMISSIONER BROOKES:   What  d id  they say--40 percent  of  
these  pol lu tants  for  th is  one speci f ic  sample  may have or ig inated in  
China?  
 DR.  LONG:  Came to  us  f rom China .  
 COMMISSIONER BROOKES:  How val id  i s  tha t  as  compared to  
the  abi l i ty  to  ident i fy  chemical  s ignatures  or  the  o ther  ways  you were  
ta lk ing about?   Is  th is  a  h igh level  of  val id i ty?  
 DR.  LONG:  I  th ink i t  has  a  h igh level  of  val id i ty .   As  I  sa id ,  i t ' s  
hot  off  the  presses .   I 've  looked a t  the  pat tern  correla t ion .   I t ' s  very 
s t rong.  I t ' s  very  s t rong pat tern  match.  
 COMMISSIONER BROOKES:  Is  tha t  the  only  p lace  in  the  
Uni ted  Sta tes  we 're  looking a t  th is?  
 DR.  LONG:  I  don ' t  know that .  
 COMMISSIONER BROOKES:   Is  th is  southern ,  nor thern  
Cal i fornia ,  cent ra l  Cal i fornia?  
 DR.  LONG:  I t ' s  cent ral  S ierras  so  i t ' s  in  the  middle  of  
Cal i fornia  in  the  Sierras ,  s l ight ly  south .    I  don ' t  know that  they ' re  
doing i t  in  o ther  p laces .   As  I  sa id ,  th is  was  research that  was  
laboratory-di rec ted research.   The Nat ional  Laborator ies  take  a  cer ta in  
propor t ion of  thei r  overhead budget  and are  a l lowed to  fund research 
inside  the  laboratory .  
 This  was  a  project  proposal  completed wi th in  the  laboratory  and 
funded by the  laboratory  to  do th is  analys is .  
 COMMISSIONER BROOKES:   Yes .   Maybe I 'm wrong,  but  i t  
seems th is  contras ts  wi th  the  tes t imony we jus t  had--  
 DR.  LONG:  Because  she  didn ' t - -  
 COMMISSIONER BROOKES:   Maybe i t ' s  because  they haven ' t  
had access .  
 DR.  LONG:  I t ' s  jus t  brand new.  
 COMMISSIONER BROOKES:  Okay.  
 DR.  LONG:  Yes .   I  mean she  wouldn’ t  have had access  to  th is  
work.  
 VICE CHAIRMAN BLUMENTHAL:  The U.S.  government  
doesn ' t  a lways  coordinate .  
 COMMISSIONER BROOKES:   So th is  wasn ' t  funded by the  
government ;  th is  was  a  laboratory--  
 DR.  LONG:  I t  i s  funded by the  government  but  not- -  
 COMMISSIONER BROOKES:   Indirect ly .   Not  d i rect ly  by the--  



 

 

 DR.  LONG:  Indirec t ly  by the  government ,  and s ince  th is  has  not  
appeared in  any publ ica t ion yet ,  she  would  not  have seen i t .  

 

 
 
 
  

- 43 -

 

 COMMISSIONER BROOKES:   Okay.   Thank you.  
 HEARING COCHAIR VIDENIEKS:   Next  quest ion  i s  to  
Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you,  Dr .  Long,  for  appear ing here  today.    I  have  two quest ions .   One 
is  do you th ink there  are  oppor tuni t ies to  col laborate  on moni tor ing the  
t ransnat ional  ef fec ts  of  a i r  pol lu t ion? 
 DR.  LONG:  Absolute ly ,  yes .  
 CHAIRMAN BARTHOLOMEW:  I 'm t ry ing to  fo l low this .   I 'm 
not  a  sc ient is t  and I 'm t ry ing to  fo l low even jus t  the  d iscuss ion here .   
We could work wi th  the  Chinese  to  determine  what  i t  i s  tha t  they ' re  
emit t ing  and where  those  th ings  are  showing up here?  
 DR.  LONG:  Sure .   For  example ,  I  would  imagine  tha t  i f  we s tar t  
to  moni tor  aerosols  everywhere ,  then you could  back up th is  pat tern  
analysis  or  mechanical  analysis  of  where  the  aerosols  are  coming f rom 
with  more  chemis t ry  and maybe you could  discern  more  about  what  was  
going on.  
 CHAIRMAN BARTHOLOMEW:  What  incent ives  would  the  
Chinese  government  have to  provide  informat ion on pol lu tants  that  are  
showing up over  American land,  for  example?  
 DR.  LONG:  I  don ' t  know that  I  have an  answer  for  tha t .   I t ' s  not  
cer ta in ly  my area  of  exper t i se ,  but  I  know they are  concerned about  
thei r  a i r  pol lu t ion as  wel l .  
 CHAIRMAN BARTHOLOMEW:  And then a  d i f ferent  l ine  of  
ques t ioning.   I 'm in teres ted--you ta lk  about  the  Chinese  sc ient is ts  who 
have come to  Livermore ,  and do you have any sense--obviously  sc ience 
exis ts  in  the  rea lm of  sc ient is ts ,  but  we a l l  hope that  sc ience  makes  i t s  
way into  the  pol icy decis ions  that  a  government  makes- -any sense  tha t  
the  work that  the  Chinese  sc ient is ts  wi th  whom you ' re  working is  
having an impact  on the  government  decis ions?  
 DR.  LONG:  Not  f rom me di rect ly .   I  have had discuss ions  wi th  
Mark Levine  about  tha t .   He 's  worked extens ively  in  China  wi th  many 
sc ient is ts  and I  th ink he  ta lks  about  having got ten  access  in  that  the  
people  that  he  works  wi th  on energy do have some inf luence on thei r  
pol icy .  
  CHAIRMAN BARTHOLOMEW:  I 'm asking par t icular ly  
because  many of  the  places  where  these  people  have come f rom are 
government  run ins t i tu t ions  in  China.  
 DR.  LONG:  Right .  
 CHAIRMAN BARTHOLOMEW:  And I  jus t  d idn ' t  know i f  thei r  
sc ient is t s  were  being more  successful  a t  impact ing the ir  pol icy debates  
than ours  somet imes  are  here .  



 

 

 DR.  LONG:  No,  and I  don ' t  know,  but  I  do  th ink i t ' s  impor tant  
tha t  they ' re  involved in  the  c l imate  analys is  problem because  they can 
buy in to  the  problem.   I f  they ' re  going to  buy in to  the  solut ion,  I  th ink 
i t ' s  important  that  they buy in to  analyzing the  problem.  
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 CHAIRMAN BARTHOLOMEW:  Thank you.  
 CHAIRMAN BARTHOLOMEW:  Commiss ioner  D'Amato is  next .  
 HEARING COCHAIR D'AMATO:  Thank you,  Chairman.   On the  
quest ion of  coal  sequest ra t ion,  on our  las t  panel  we ta lked about  that  
technology being avai lable  and onl ine  in  the  year  2012,  which bothers  
me because  I  think tha t  we 've  been demonstra t ing cer ta in  aspects  of  
th is  technology a l ready.   We 've  been us ing i t  for  cer ta in  purposes  
a l ready.  
 Do you have any sense  of ,  have you looked a t  the  quest ion of  
how one would  move up the  t ime table  of  coal  sequest rat ion technology 
in  terms of  the  abi l i ty  to  aggress ively  pursue i t?   What  would be  the  
potent ia l  of  aggress ively  pursuing i t  and shor tening those  t ime f rames?  
 DR.  LONG:  There  are  some t ime f rames  that  are  ext remely  
di f f icul t  to  shor ten ,  and I  would  l ike  to  say that  I  th ink we can shor ten 
the  t ime scales  by t rying more  di f ferent  k inds  of  geologic  s i tuat ions ,  
more  large-scale  tes ts .   But  each of  these  large-scale  tes ts  tha t  we have 
to  perform in  order  to  unders tand how sequest ra t ion  i s  going to  work,  
are  going to  take  a  cer ta in  amount  of  t ime,  and you can ' t  speed that  up.  
 So what  we real ly  need to  do now is  have underground 
sequest ra t ion pi lo t  tes ts  that  are  on the  order  of  about  a  mi l l ion tons  a  
year ,  and that ' s  because  that ' s  about  how much by order  of  magni tude 
that  a  power  plant  would  produce  every  year ,  one  to  two mi l l ion tons  a  
year .  
 When you want  to  injec t  tha t  amount  of  mater ia l  underground 
in to  for  example  sa l ine  aquifers- -a l though there  are  o ther  some other  
possible  ta rgets-- the  sa l ine  aquifers  are  the  important  ones  for  power  
product ion-- that  amount  of  mater ia l  being pushed underground creates  
mechanical  and chemical  changes  in  the  underground,  and the  
magni tude of  those  changes  i s  impor tant .   The physical  phenomena that  
occur  are  going to  be  d i f ferent  a t  that  magni tude  than they are  wi th the 
exper ience  that  we 've  had before .  
 So you real ly  have to  spend t ime character iz ing the  s i te ,  and 
unders tanding that  s i te ,  and planning how you 're  going to  do the  
in jec t ion.   You need to  ac tual ly  do the  in jec t ion.   You need to  moni tor .   
You need to  see  i f  i t  behaves  the  way you th ink i t ' s  going to  behave,  
and then you need to  s top and moni tor  what  happens  af ter  you s top 
in ject ing.    And you mul t iply  by years  for  each of  these .  
 So I  th ink i t ' s  seven to  ten years  before  we know for  sure  that  
carbon sequest ra t ion underground is  a  v iable  technology to  buy us  t ime 
on the  c l imate  problem and cont inue to  use  coal .   Can we speed that  



 

 

up?  Yes ,  in  the  sense  tha t  we could  have these  very  large-scale  tes ts  
done in  many places .   And that  requires  money,  but  to  ac tual ly  go 
through the  process  of  rea l ly  unders tanding what  happens ,  you have to  
take  the  t ime to  do i t  r ight .  
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 The fear  tha t  people  have is  that  we ' l l  say  we 're  going to  do 
dozens  of  these  large-scale  in ject ions  and there  won ' t  be  enough money 
to  do them r ight .   I t ' s  more  impor tant  to  do them r ight  than to  do many 
of  them.   So fund the  f i rs t  one  complete ly  and then fund the  second 
one  completely  and then fund the  thi rd  one  complete ly ,  e t  cetera .   So  
that  you get  a l l  the  data  you need to  unders tand what  happened when 
you put  i t  underground.   Did the  rock break?   What  k ind of  minerals  
were  formed?   Where  did  i t  go?   Did  i t  ge t  lodged in  the  pours?   Did  
the  seal  work?  
 Al l  of  those  th ings  need to  be  done and i t  jus t  takes  t ime.   So i t ' s  
on  the  order  of  a  decade before  you rea l ly  unders tand how those  large-
scale  tes ts  worked,  and you can ' t  speed that  up .  
 HEARING COCHAIR D'AMATO:  Jus t  a  quick fo l low-up.   I s  i t  
your  ins t inct  from what  you sa id  that  the  magni tude of  the  amount  of  
carbon here ,  are  you pess imis t ic  about  our  abi l i ty  to  do th is  in  large  
scale  a long wi th  the  k ind of- - the  extent  to  which that  the  Chinese are  
going to  re ly  on new coal - f i red  power  p lants  over  the  next  century--our 
abi l i ty  to  sequester  most  of  that?  
 DR.  LONG:  I 'm not  pess imist ic  about  i t ,  but  I  th ink i t ' s  going to  
require  a  pr ice  for  carbon and i t ' s  going to  require  people  agreeing,  
people  working together  to  lower  the pr ice .   Most  of  the  pr ice  of  the  
cost  of  carbon sequest ra t ion is  not  put t ing i t  underground.   That 's  only  
about  ten percent  of  the  cost .   Most  of  the  cost  i s  f rom the  separa t ion 
technology.   Developing real ly  good separat ion technology and shar ing 
that  technology is  probably  going to  be  the  key par t  of  making th is  a  
useful  technology for  China .  
 China 's  in terests  are  in  development  and keeping thei r  cos t  of  
energy low so that  i t  can cont inue to  develop economical ly  and that  
p iece  i s  rea l ly  impor tant .   From the  geologic  perspect ive  in  China,  
there  are  apparent ly  basins  where  they can sequester  CO2.   Those  
bas ins  are  apparent ly  c lose  to  pure  CO2 s t reams that  are  now being 
produced in  China  from fer t i l i zer  and other  manufactur ing.  
 So they could  go forward with  some major  underground 
sequest ra t ion exper iments  a t  th is  t ime.  So I 'm not  pessimist ic  about  i t  
a t  a l l .   I  think we have plenty of  geologic  capaci ty .   I t ' s  going to 
require  new infrast ructure .   That  infrast ructure  in  the  Uni ted  Sta tes ,  
for  example ,  i f  we sequestered a l l  the  carbon dioxide  f rom al l  the  coal -
f i red  plants ,  i s  going to  be  on the  order  of  the  amount  of  infras t ructure  
we have for  the  o i l  and gas  indust ry  today.   I t ' s  not  a  smal l  th ing,  but  
i t  can  be  done.  
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 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I ' l l  pass  for  the  moment .    
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much.   I  
had a  ques t ion regarding the  most  promis ing technologies  and sc ience ,  
par t icular ly  wi th  regards  to  sc ient i f ic  cooperat ion in  the  t ranspor ta t ion 
and fuel  and oi l  sec tor .  
 I t  seems that  wi th  regard  to  the  carbon issue  there  are  some very  
impress ive  sc ient i f ic  programs going on,  but  the  growth that  we heard  
before  of  the  automobi le  and t ranspor ta t ion sector  means  that  the  coal  
programs are  going to  deal  much wi th  that  t rend.  
 Again ,  how you th ink the  Chinese  may go about  deal ing wi th  the  
fac t  tha t  the  t ransporta t ion sec tor  i s  growing so  large and what  the  
environmental  mi t igat ion pol ic ies  might  be?  
 DR.  LONG:  You ' re  going to  hear  from Lee Schipper  af ter  me.   I  
don ' t  see  h im here  yet ,  but  he  i s  an  exper t  in  t ranspor ta t ion.   I  have not  
looked a t  the  t ranspor ta t ion sector  per  se .   They are  far ther  a long than 
we are  in  terms of  the  eff ic iency of  thei r  cars .  
 I  can  comment  on the  ro le  of  underground coal  gas i f ica t ion could  
be  used to  produce fuel  for  thei r  t ransporta t ion,  and i f  we are  doing 
that  and sequester ing the  carbon dioxide  a long wi th  coal  gas i f ica t ion,  
then the  gas  that  you get  has  got  a  lower  carbon dioxide  emiss ion per  
uni t  energy than oi l  so  that  would  be  favorable  as  wel l .  
 The th i rd  par t  of  any t ranspor ta t ion problem is  the  vehic le  mi les  
t raveled ,  and I  th ink they ' re  going to  have to  deal  wi th  that  as  wel l  as  
we do.   We have common in teres ts  in  that  largely  land use  planning,  
you know,  c i ty  p lanning,  t ranspor tat ion planning problem in  many 
ways  that  we wi l l  share .   You have to  h i t  a l l  three  to  affec t  the  carbon 
footpr in t  of  the  t ransporta t ion system-- the  ef f ic iency of  the  car ,  the  
carbon content  of  the  fuel  and the  dr iv ing pat terns .  
 VICE CHAIRMAN BLUMENTHAL:  And you are  seeing some 
t rends  in  those  di rect ions  wi thin  China?  
 DR.  LONG:  No,  I  haven ' t  been looking a t  that .  
 VICE CHAIRMAN BLUMENTHAL:  Oh,  you ' re  not  looking a t  i t .   
Okay.   A di f ferent  ques t ion.   I  was  s t ruck by some of  the  work you ' re  
doing on East  Asian monsoon wi th  both  PRC and Taiwan.   I  wonder  i f  
you could  e laborate  on that  work and e laborate  specif ica l ly  on the  
environmenta l  impacts  of  the  monsoons  and the  oceanographic  work 
that  you ' re  doing.  
 DR.  LONG:  I  don ' t  th ink I  can give  you too many speci f ics  
except  to  say  that  wi th  the  computat ional  power  that  we have,  
laboratory  i s  able  to  increase  the  resolut ion  of  g lobal  c l imate  models  
to  the  point  a t  which we 're  beginning to  be  able  to  s imula te  hurr icanes  



 

 

and monsoons ,  and so  we are  beginning to  show that  in  the  fu ture  wi th  
extensive  computat ion,  we ' re  going to  be  able  to  model  the  occurrence  
of  those  monsoons .  
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 Jus t  to  g ive  you a  fee l ing for  what  that  means ,  every  t ime you 
decrease  the  resolut ion,  smal ler  p ixels  on a  c l imate  model ,  by a  fac tor  
of  two,  you increase  the  computa t ional  power  required by a  fac tor  of  
e ight .   As  wel l ,  i f  you look a t  more  accurate  computat ional  methods ,  
you can increase  the  amount  of  t ime you need on a  computer .   The 
laboratory  current ly  has  the  fas tes t  computer  in  the  wor ld,  BlueGene/L,  
and on that  computer  when we make calcula t ions  on the  order  of  30 
ki lometers  in  a  p ixel ,  which is  the  scale  on which we can s tar t  to  
s imula te  those  monsoons ,  i t  takes  one  fu l l  day of  a l l  the  processors  on 
that  computer  to  do ten  years  of  data ,  ten  years  of  c l imate  model ing.  
 So we are  looking now at  decreas ing that  down to  even lower  
resolut ion where  we wi l l  be  able  to  show how these  monsoons  are  
going to  be  developing.  
 VICE CHAIRMAN BLUMENTHAL:  Jus t  very  quickly .   How 
have the  monsoons ,  par t icular ly  in  Taiwan,  I  know they are  very  
f requent ,  and ear thquakes ,  and so  for th  affected the  environment  across  
the  St ra i t ,  in  Taiwan and southern  China?  
 DR.  LONG:  I  can ' t  answer  that .   I 'm sorry .   I  can get  you an 
answer  for  that  i f  you would l ike .  
 VICE CHAIRMAN BLUMENTHAL:  That  would be  helpful .  
 DR.  LONG:  Okay.   We can,  I  think there  are  people  that  are  
working on that  a t  the  laboratory ,  but  I  don ' t  know the  answer .  
 HEARING COCHAIR VIDENIEKS:   The next  quest ion goes  to  
Mr.  Shea .  
 HEARING COCHAIR SHEA:  Thank you,  Dr .  Long,  for  being 
here .  
 DR.  LONG:  You 're  welcome.  
 HEARING COCHAIR SHEA:  One of  the  great  th ings  about  
being on th is  Commiss ion is  you get  these  br ief ing books that  are  jus t  
these  mammoth--  
 DR.  LONG:  And you read the  whole  th ing.  
 HEARING COCHAIR SHEA:  I  read  a  lot  of  i t .   I t  was  very 
in terest ing .   But  I  want  to  get  back to  this  t racking issue  tha t  
Commiss ioner  Brookes  ment ioned.   I  appreciate  the  work that  you 've  
done on the  aerosol  i ssue ,  which you say is  recent  work.  
 Jus t  for  the  record-- this  i s  not  rea l ly  a  quest ion-- i t ' s  more  of  a  
comment  to  my fe l low commiss ioners .   El izabeth  Economy submit ted 
some tes t imony to  us  which says  that  the  EPA,  U.S.  EPA,  es t imates  
tha t  on  some days  fu l ly  25 percent  of  the  par t icula tes  in  the  
a tmosphere  in  Los  Angeles  are  f rom China .   I  ment ioned that  to  
Adminis t ra tor  Ayres ;  she  disputed that  f igure .   She was  aware  of  that  



 

 

f igure  and sa id  we don ' t  agree  wi th  that .   We can ' t  rea l ly  conf i rm that .  
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 And then somewhere  e lse  in  this  br ief ing book,  we have a  p iece  
f rom Daniel  Rosen who tes t i f ied  a t  the  las t  hear ing,  and Trevor  
Houser ,  who says--and he  c i tes  the  New York Times ,  so  i t  might  be  
wrong-- in  Cal i fornia ,  Oregon and Washington,  Chinese sul fur  has  
reached between ten  and 15 percent  of  EPA's  a l lowable  levels  in  the 
mounta ins ,  enough to  be  concerned about ,  but  not  enough to  cause  ac id  
ra in  yet .  
 So there  seems to  be  some discuss ion here  about  t racking,  some 
informat ion out  there  about  t racking environmental  pol lu tants  f rom 
China  and how they affect  the  U.S. ,  and I  th ink we should  probably  
take  a  look a t  th is  fur ther  as  a  Commiss ion.  
 But  the  quest ion  I  have  i s  a  fo l low-up to  Commiss ioner  
D'Amato 's  ques t ion about  carbon sequest ra t ion.   I 'm not  a  mining-
educated person or  a  scient is t  a t  a l l ,  but  as  I  unders tand i t ,  you 
compress  the  gas .  
 DR.  LONG:  Right .  
 HEARING COCHAIR SHEA:  And you t ry  to  in ject  i t  very  deep 
in to  the  ear th .  
 DR.  LONG:  Right .  
 HEARING COCHAIR SHEA:  In  porous  rock.  
 DR.  LONG:  Right .  
 HEARING COCHAIR SHEA:  Or  cer ta in  geological  format ions .   
Have we done in  the  Uni ted  Sta tes  an  assessment ,  a  map of  where  th is  
technology could work and have  the  Chinese  mapped where  this  
technology can work?  
 DR.  LONG:  The Uni ted  Sta tes  program through the  Depar tment  
of  Energy has  seven regional  par tnerships  and they have recent ly  
completed an  a t las ,  which is  an  assessment  of  where  s torage  might  be  
in  the  Uni ted  States .  
 In  addi t ion,  I  th ink there  are  some bi l l s  current ly  in  Congress  
r ight  now which would expand that  assessment  to  make i t  more  
deta i led ,  more  complete .  
 The Chinese ,  as  far  as  I  unders tand,  are  working wi th  the  
Austra l ians  in  a  program that ' s ,  I  th ink,  about  a  $5 mi l l ion program to  
assess  s i tes  in  China ,  and some data  has  been col lec ted and analyzed,  
and in  the  back of  my br ief ing book,  you ' l l  see  some bas ins  that  have 
been ident i f ied  in  China that  are  potent ia l  s i tes ,  ta rgets  for  assessment  
of  where  they might  sequester  carbon dioxide .  
 HEARING COCHAIR SHEA:  Five  mi l l ion  doesn ' t  seem l ike  a  
lo t  of  money.  
 DR.  LONG:  No,  i t  doesn ' t  rea l ly  take  a  lo t  of  new data  to  do the  
in i t ia l  assessment  because  people  have a  lo t  of  da ta  they 've  used for  
o ther  purposes .   They 've  done geologic  analys is .   They 've  dr i l led  holes  



 

 

for  wel ls ,  for  water ,  for  o i l .   They have extensive  data ;  i t  jus t  needs to  
be  col lec ted  and analyzed to  some extent .  

 

 
 
 
  

- 49 -

 

 HEARING COCHAIR SHEA:  So in  terms of  the  quest ion about  
speeding up the  in t roduct ion of  th is  technology into  China ,  would  more  
aggress ive  mapping programs speed i t  up  substant ia l ly?  
 DR.  LONG:  That  would  cer ta in ly .   Absolutely .   I t ' s  jus t  recent ly  
tha t  I 've  seen th is  analys is  showing that  there  are ,  in  fac t ,  bas ins  
sui table  for  carbon sequest ra t ion  in  China ,  and i f  you had asked me 
las t  year ,  I  would  have sa id  that  the  bes t  of  my knowledge,  there  aren ' t  
very  good locat ions  in  China .   So  more  knowledge would  be  ext remely  
helpful  in  unders tanding what  was  happening there .  
 I  don ' t  th ink that  assessment  i s  an  expensive  par t  of  moving 
forward wi th  carbon sequest ra t ion.   I t  doesn ' t  take  a  lo t  of  money to  
assess  the  s i tes  and how much potent ia l  they have for  sequester ing 
carbon dioxide .  
 The expensive  par t  i s  going to  be  these  large-scale  tes ts  tha t  
need to  be  funded and done over  some amount  of  t ime,  and then in  the  
long term,  the  expense  wi l l  be  the  separa t ion.  
 HEARING COCHAIR SHEA:  Thank you.  
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I  jus t  wanted to  ask  a  general  
ques t ion about  wind-borne par t icula tes  coming in to  the  Uni ted  Sta tes ,  
and measures  of  our  own reduct ion,  so  that  you could net  out  a  new 
large  number ,  or  smal l  number ,  caused by economic  development ,  i f  
you wi l l ,  new economic development  in  Asia ,  not  necessar i ly  China  
speci f ic ,  because  th is  i s  a  sor t  of  macro number ,  and has  there  been a  
huge increase ,  a  modest  increase  in  wind-borne par t icula tes--  
 DR.  LONG:  From China .  
 COMMISSIONER FIEDLER:  - - f rom Asia?   I 'm avoiding the  
s ignature  tes t  of  the  par t icula te .   Jus t  general ly  speaking,  have we 
got ten  a  lo t  more  pol lu t ion in  the  Uni ted Sta tes--  
 DR.  LONG:  From China?  
 COMMISSIONER FIEDLER:  - - f rom Asia?  
 DR.  LONG:  From Asia .   I  don ' t  know the  answer  to  that  and I  
don ' t  know that  anybody has  s tudied i t .   I  would  imagine  people  could  
t ry  to  answer  that  ques t ion.   Through unders tanding of  previous  
weather  data ,  you could  get  an  analys is  of  that ,  but  I  don ' t  know the  
answer .   I  can a lso  f ind out  i f  somebody e lse  does .  
 COMMISSIONER FIEDLER:  Would that  skew our  abi l i ty  or  
h inder  our  abi l i ty  to  measure  our  own reduct ions?   I t  would cer ta inly--  
 COMMISSIONER BROOKES:  That ' s  what  I  was  wonder ing.  
 COMMISSIONER FIEDLER:  I f  you can ' t  f igure  out  the  or ig in  of  
i t - -  
 DR.  LONG:  Yes ,  absolutely .  



 

 

 COMMISSIONER FIEDLER:  - -whether  i t ' s  ours  or  thei rs ,  then,  
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 DR.  LONG:  Wel l ,  not  to  ment ion the  fac t  that  i t  makes  i t  very  
hard  to  reduce  our  aerosol  loading because  i f  you can ' t  control  40 
percent  of  i t ,  there 's  nothing you can do about  40 percent  of  i t ,  then 
you 're  k ind of  s tuck.  
 COMMISSIONER FIEDLER:  I  was  jus t  t ry ing to  unders tand the  
overa l l  context- -  
 DR.  LONG:  Yes ,  you ' re  r ight .  
 COMMISSIONER FIEDLER:  - - that  we ' re  ta lking about .  
 DR.  LONG:  No,  you ' re  r ight .   That ' s  an  impor tant  th ing to  
unders tand.   I  jus t  don ' t  know the  answer .  
 COMMISSIONER FIEDLER:  Do you th ink somebody has  got  
that  informat ion or  i t ' s  never  been done?  
 DR.  LONG:    I  don ' t  know i f  i t  someone has  done i t ,  but  I  th ink 
i t ' s  possib le  to  look at  i t  because I  th ink you have data  f rom past  
t imes ,  and you can compare  i t  to  the  present .  
 COMMISSIONER FIEDLER:  Right .  
 DR.  LONG:  I  don ' t  know that  anybody has  done that  s tudy.  
 HEARING COCHAIR VIDENIEKS:   We' l l  s tar t  a  second round 
then.   I 'd  l ike  to  k ick  off  wi th  a  quick  quest ion  in  the  beginning.   
Given that  you ment ioned there 's  a  ten  year  poss ible  delay in  ver i fy ing 
the  feas ibi l i ty  of  sequest ra t ion ,  i s  there  a lso  a  t ime lag  in  determining 
the  feasibi l i ty  of  underground coal  gas i f ica t ion?  
 DR.  LONG:  I  would  th ink that  that ' s  a  smal ler  lag .   The Chinese  
are  going ahead wi th  a  large  underground coal  gas i f ica t ion project  
now.   So my guess  i s  we ' l l  know a  lo t  about  how to  go forward in  
maybe less  than a  decade,  how big  an  issue  i t  wi l l  be .  
 HEARING COCHAIR VIDENIEKS:   But  s t i l l  you ' re  ta lk ing years  
even though commercia l ly  the  Chinese  apparent ly  are  doing i t  now.  
 DR.  LONG:  Yes .   I  th ink you could  move ahead wi th that  much 
more  quickly  than carbon dioxide  sequest ra t ion underground.   I  don ' t  
th ink you have the  same delay.   There 's  s t i l l  going to  be  environmental  
ef fec ts  tha t  you ' re  going to  worry  about ,  and that  i s  the  reason that  i t ' s  
going to  take  a  long t ime to  unders tand carbon sequest ra t ion because  
you want  to  make sure  that  you ' re  not  crea t ing environmenta l  problems 
and there  are  some potent ia l  environmenta l  problems wi th  carbon 
sequest ra t ion as  wel l .  
 Probably  one of  the  wors t  problems that  might  occur  would  be  
dissolut ion of  meta ls .   This  i s ,  however  an  avoidable  problem.   When 
you put  carbon dioxide  underground,  jus t  l ike  put t ing carbon dioxide 
in  the  carbonated water ,  the  water  becomes acid .   When i t  becomes  
acid ,  i t  wi l l  more  readi ly  d issolve  meta ls ,  for  example ,  and so  i f  you 
then are  dissolving meta ls  and then somehow that  water  i s  ge t t ing  in to 



 

 

ground water  that  you want  to  use  for  dr inking,  that ' s  not  good.  
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 But  by put t ing the  carbon dioxide  deep enough and far  enough 
away f rom sources  of  ground water ,  you can avoid  th is  hazard .    
 S imi lar ly ,  in  underground coal  gas i f ica t ion,  you ' re  having a  lo t  
of  f lu id  moving around,  heat ,  and some of  tha t  mater ia l  i s  toxic .   You 
are  going to  want  to  know where  i t  goes .   But  one th ing about  
underground coal  gas i f ica t ion is  i t  can be  s topped eas i ly .   I f  you s top 
pumping the  a i r  underground and you s top pumping the  water  
underground,  you s top the  process .  
 So I  think i t ' s  poss ib le  to  manage a l l  of  these  engineer ing 
problems,  and you could  move ahead wi th  underground coal  
gas i f ica t ion fa i r ly  quickly .  
 HEARING COCHAIR VIDENIEKS:   Thank you.   Commiss ioner  
D 'Amato.  
 HEARING COCHAIR D'AMATO:  Thank you,  Mr.  Chairman.   
Jus t  one quick quest ion.   I  don ' t  know i f  you have the  answer  to  th is ,  
but  le t ' s  assume that  we would  go forward wi th  one  of  these  major  
sequest ra t ion plants  on the  order  of  what- -a  mi l l ion tons  per  year- -  
 DR.  LONG:  Right .  
 HEARING COCHAIR D'AMATO:  - -of  CO2 injec t ion.   Do you 
have a  crude assessment  of  what  the  cost  of  tha t  plant  would  be  on an  
annual  bas is  to  opera te?  
 DR.  LONG:  That  exper iment?  
 HEARING COCHAIR D'AMATO:  Yes .  
 DR.  LONG:  Yes ,  I  bel ieve  that  each of  those  large-scale  
exper iments  wi l l  be  about  $100 mil l ion .  
 HEARING COCHAIR D'AMATO:  But  not  jus t  the  exper iment .   
Then you prove the  exper iment  i s  correct ,  you want  to  put  the  p lant  
in to  p lace ,  what  would  that  cos t?  
 DR.  LONG:  To do a  fu l ly  integra ted power  product ion and 
carbon sequest ra t ion,  remember  that  the  major  cos t  i s  the  capture  and 
the  p lant .  
 HEARING COCHAIR D'AMATO:  Separat ion?  
 DR.  LONG:  I f  you ' re  going to  do a  fu l ly  in tegra ted  sys tem with  
a  coal - f i red  power  p lant  (say IGCC),  and a l l  the  bel ls  and whis t les  for  
carbon capture  and sequest rat ion,  tha t ' s  on  the  order  of  a  b i l l ion  or  two 
bi l l ion .  
 HEARING COCHAIR D'AMATO:  A bi l l ion dol lars?  
 DR.  LONG:  Yes .   But  then you 're  get t ing  e lect r ic i ty  product ion 
f rom this  as  wel l .  
 HEARING COCHAIR D'AMATO:   Right .   For  a  p lant?  
 DR.  LONG:  Right .  
 HEARING COCHAIR D'AMATO:  A bi l l ion? 
 DR.  LONG:  Yes .    
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  COMMISSIONER BROOKES:   I  would recommend that  in  
the  annual  report  tha t  one  of  the  th ings  we look a t  i s  get t ing  greater  
v is ib i l i ty  on this  i ssue  of  emissions  coming f rom outs ide  the  country .  
 CHAIRMAN BARTHOLOMEW:  I  th ink we need to  look a t  the  
poss ibi l i ty  of  some research.    
 COMMISSIONER BROOKES:  I  jus t  want  to  make sure  we  
remember  i t .  
 CHAIRMAN BARTHOLOMEW:  Yes .  
 COMMISSIONER BROOKES:   When i t  comes around to  
Commiss ion repor t ing t ime,  tha t  we look a t  th is  and encourage more  
vis ib i l i ty  on th is  i ssue  because  we won ' t  be  able  to  necessar i ly  moni tor  
our  own progress--  
 DR.  LONG:  Right .  
 COMMISSIONER BROOKES:   - - i f  a  good deal  of  th is ,  i f  th is  i s  
accurate ,  and a  good deal  of  th is  i s  coming f rom outs ide  of  the  Uni ted 
Sta tes .  
 CHAIRMAN BARTHOLOMEW:  Yes ,  yes .   Thank you.  
 HEARING COCHAIR VIDENIEKS:   Thank you very  much.  
 DR.  LONG:  We'd  be  happy to  help .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you very  much,  Dr .  
Long.  
 CHAIRMAN BARTHOLOMEW:  Yes ,  thank you,  Dr .  Long.   We 
can take  a  break for  a  few minutes .   We ' l l  take  a  ten  minute  break.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 
 
PANEL III:   CHINESE ENERGY CONSUMPTION PATTERNS AND 

TRENDS:  A BASELINE ASSESSMENT 
 

 HEARING COCHAIR SHEA:  We' l l  begin  our  th i rd  panel  of  the  
morning.   In  our  th i rd  panel ,  we are  pleased and honored to  have three  
exper ts  speak about  current  t rends  and pat terns  in  Chinese  energy 
consumpt ion.  
 Our  f i rs t  speaker ,  Mr.  Saad Rahim,  i s  the  Manager  of  PFC 
Energy 's  Nat ional  Oi l  Company Stra tegis t  pract ice .   His  pr imary focus  
i s  managing PFC Energy 's  Nat ional  Oi l  Companies  Service ,  which 
analyzes  the  s t ra tegies ,  goals  and out look for  nat ional  o i l  companies  
worldwide.  
 Also  jo in ing us  today is  Mr.  Trevor  Houser .   Mr .  Houser  is  a  
Director  a t  China  Stra tegic  Advisory ,  where  he  leads  CSA's  energy 
sector  ac t iv i t ies .   In  h is  work,  he  t ravels  f requent ly  to  China ,  where  he 
meets  regular ly  wi th  government  off ic ia ls ,  bus iness  leaders ,  academics  
and NGOs about  energy developments  in  China .  



 

 

 F inal ly ,  Dr .  Lee  Schipper ,  i s  the  Director  of  Research a t  
EMBARQ, the  World  Resources   Ins t i tu te  Center  for  Susta inable  
Transpor t .   Dr .  Schipper  earned his  Ph.D.  in  as t rophysics-- in teres t ing--
but  has  devoted his  career  to  ear thly  problems of  t ranspor t ,  energy and 
environment .   He came to  EMBARQ at  i t s  founding in  Apri l  2002 
where  he i s  Director  of  Research.   Dr .  Schipper  a lso  has  exper ience  
wi th  the  In ternat ional  Energy Agency and Lawrence Berkeley Nat ional  
Laboratory .  
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 Gent lemen,  thank you for  jo in ing us  today.  We' l l  begin  wi th  the  
tes t imony of  Mr.  Rahim.  
 

STATEMENT OF MR. SAAD RAHIM, MANAGER, COUNTRY 
STRATEGIES GROUP, PFC ENERGY, WASHINGTON, D.C.  

  
 MR.  RAHIM:  Thank you.   Members  and cochairs  of  the  
Commiss ion,  thank you for  invi t ing me here  today.   As  ment ioned,  my 
name is  Saad Rahim.   I 'm a  Manager  in  the  Country Stra tegies  Group 
of  PFC Energy.   We're  a  s t ra tegic  advisory  f i rm focusing on energy and 
wi thin  tha t  I  cover  mainly  Asia ,  in  addi t ion to  the  Nat ional  Oi l  
Company 's  ro le .   So we 've  done a  lo t  of  work looking a t  China  and 
Chinese  energy demands.  
 I 've  been asked today to  present  my views on Chinese  energy 
consumption pat terns ,  and I  want  to  do so  by out l in ing f i rs t  the  
pol i t ica l  and economic  context  agains t  which Chinese  energy demands 
are  unfolding,  and then fo l lowing that  wi th  a  d iscuss ion of  some of  the  
s teps  that  the  Chinese  government  i s  taking to  address  rapidly  r i s ing 
demand,  and then f inal ly  looking a t  what  we see  as  the  projected future  
demand for  energy consumpt ion in  China .  
 I  would  l ike  a t  th is  t ime to  note  the  invaluable  contr ibut ions  of  
my col leagues ,  Dr .  Yahya Sadowski  and Dr .  David  Gates  in  prepar ing 
th is  analys is .   I 'd  l ike  to  begin  wi th an  overview of  China 's  energy 
issues  and some of  the  s teps  tha t  are  being taken to  address  that .   
China 's  rapid  yet  sus ta ined economic  growth over  the  pas t  two decades  
is  one of  the  great  economic accompl ishments  of  the  las t  century .  
 Whi le  growth has ,  quote-unquote ,  "solved"  many of  China 's  
problems,  i t  has  a lso  created new ones:  mass ive  movements  of  labor ,  
growth of  inequal i ty ,  pol i t ica l  uncer ta in ty ,  col lapse  of  publ ic  services ,  
and other  i ssues .  
 One of  the  most  impor tant  of  these  problems is  a  resources  
bot t leneck that  threa tens  to  const r ict  fu ture  growth.   China  needs  more  
ski l led  sc ient is ts  and engineers .   I t  needs  more  water .   Most  of  a l l  i t  
needs more  energy.  
 In  the  ear ly  1990s ,  the  government  of  Bei j ing began to  publ ic ly  
acknowledge that  i t  faced a  looming energy cr is is .   Oi l  product ion in  



 

 

oi l  f ie lds  was  decl in ing and demand for  fuel  was  growing fas ter  than 
new reserves  were  being discovered.   
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 Sel f -suff ic iency,  one of  the  great  object ives  of  the  Maois t  e ra ,  
was  no longer  poss ible .   In  1995,  China  became a  net  o i l  impor ter  and 
wi l l  remain  one for  the  foreseeable  fu ture .   By the  las t  1990s ,  an  even 
more  ser ious  problem had begun to  manifes t  i t se l f .   Al though China 
has  ample  reserves  for  coal ,  which serves  as  the  pr imary dr iver  in  the  
energy mix,  product ion was  ineff ic ient  and del iver ies  were  i r regular ,  a  
problem that  has  cont inued and has  become exacerbated in  the  2000s .  
 Combined wi th  the  underdevelopment  of  i t s  na tura l  gas  
resources ,  th is  has  led  to  brownouts ,  e lec t r ic i ty  rat ioning and losses  of  
indust r ia l  product ion.  
 This  problem,  too,  had been foreseen,  but  d isagreements  over  
how to  f inance and organize  new plants  have prevented i t s  resolut ion.  
 In  2004,  China 's  energy cr is is  took on a  new form.   In ternat ional  
pr ices  for  o i l  rose ,  but  s ta te  mandated domest ic  pr ices  d id  not .   The 
Chinese  NOCs,  the  Nat ional  Oi l  Companies ,  were  caught  in  a  sc issor  
se t  bas ica l ly  between opposing price  movements ,  cutback on the  
del ivery  of  ref ined product ,  and par t icular ly  gasol ine .   This  led  to  spot  
shor tages ,  long l ines  a t  gas  s ta t ions  and publ ic  protes ts .  
 As  China has  begun to  re ly  evermore  on imported  energy,  a  new 
problem has  a lso  pushed i t s  way to  the  top  of  Bei j ing 's  pol icy  agenda:  
energy secur i ty .   Now dependent  on oi l  impor ts  f rom dis tant  regions  
such as  the  Middle  East  Bei j ing has  had to  worry about  how global  
developments  would  af fec t  the  pr ice  and supply  of  a  key indust r ia l  
resource .  
 What  would  happen,  for  example ,  i f  regional  conf l ic ts  obst ructed 
access  to  Pers ian  or  Arabian Gulf  oi l  f ie lds?   What  would happen i f  
superpower  tens ions ,  such as  a  confronta t ion in  the  St ra i t s  of  Taiwan,  
tempted an  outs ide  power  to  threaten China 's  energy supply  l ines  
across  the  Indian Ocean?  Or  even in  the  absence  of  pol i t ica l  shocks ,  
how could  China  react  to  g lobal  surges  of  energy demand that  ra ised 
the  internat ional  pr ice  of  o i l?  
 For  observers  in  OECD countr ies ,  the  solut ion to  these  problems 
seemed obvious .   China  should  deregula te ,  pr ivat ize ,  and open the  
market ,  the  energy sector ,  a l lowing markets  to  under take  the  work of  
coordinat ing supply  and demand.  
 For  the  leadership of  the  Communis t  Par ty  of  China ,  the  CPC, 
however ,  th is  i s  not  an  a t t rac t ive  solut ion,  a t  leas t  in  the  shor t  te rm.  
 An immedia te  shi f t  to  a  market -based approach to  energy 
problems would  aggravate  the  unevenness  of  China 's  development .   
New energy investment  would  concentrate  in  the  indust r ia l  coas tal  
provinces  s ides tepping the  less  developed hinter land.   Wors t ,  the  cos t  
of  adjust ing to  a  market -based energy regime would fa l l  heavies t  on 



 

 

the  working c lasses  erasing much of  the  income gains  they have  
enjoyed s ince  the  l ibera l iza t ion of  the  economy began in  1978.  
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 The CPC was  not  only  worr ied  that  this  was  unfa i r ;  i t  feared that  
th is  could  actual ly  be  disas t rous .   Inequal i ty ,  par t icular ly  the  gap 
between the  urban and rura l  populat ion,  i s  a l ready the  source  of  
mass ive  pol i t ica l  tens ion,  and r i s ing incomes have been the  very 
foundat ion of  the  CPC's  legi t imacy fol lowing 1978.  
 A market -based approach could  t r igger  widespread protes ts  and 
even a  revolut ion.   Energy pol icy  has  to  be  reconci led  wi th  Bei j ing 's  
h ighes t  pol icy  pr ior i ty ,  which is  pol i t ica l  s tabi l i ty .   So China 's  energy  
cr is is ,  which is  apparent ly  an  economic  one,  i s  a t  root  actual ly  a  
pol i t ica l  problem.    
 Yet  i f  immedia te  shock therapy l ibera l iza t ion provided no 
solut ion to  China 's  energy problems,  nei ther  did  a  program of  re turn to  
Mao 's  doctr ine  of  se l f -suff ic iency,  s imply  because  the  resources  aren ' t  
there .   Al though China  cer ta in ly  has  more  o i l  le f t  in  the  ground and 
Bei j ing  i s  par t icular ly  hopeful  tha t  i t  may be  able  to  make important  
d iscover ies  offshore ,  which i t ' s  moving in to  in  greater  volumes r ight  
now,  even in  the  most  opt imis t ic  scenar ios ,  there  i sn ' t  enough to  match 
the decl ine  in  reserves ,  much less  to  meet  the  rapid  growth of  
indust r ia l  demand.  
 China 's  most  underexploi ted  source  of  energy is  probably  natura l  
gas ,  but  i t s  gas  reserves  are  general ly  concentra ted  in  provinces  dis tant  
f rom consumption centers .   Gas  can  be  t ranspor ted  by const ruct ing 
pipel ines ,  but  i t ' s  a  very  expensive  process  that  requires  careful  
p lanning to  match product ion wi th  consumption.  
 In ternal  debates ,  par t icular ly  over  how much to  re ly  upon fore ign 
inves tors ,  have s lowed growth in  this  area .   The same problem affec ts  
coal ,  of  producers  being located in  d i f ferent  areas  f rom consumers ,  and 
th is  prevai ls  in  the  sector .  
 I t ' s  a l l  be ing compounded by growing worr ies  about  the  
environmental  and human costs  of  re l iance  upon coal ,  as  we 've  heard  
ear l ier .   
 I 'm going to  skip  ahead actual ly  to  some of  the  programs that  
they 've  chosen to  address  the  energy cr is is .   CPC has  chosen to  
confront  i t s  energy cr is is  the  same way i t ' s  pursued indust r ia l iza t ion,  
wi th  a  mixed basket  of  tools ,  nei ther  purely  capi ta l i s t  nor  social i s t .   
And the  object ive  of  th is  approach is  s imple :  to  capture  most  of  the  
ef f ic iency gains  that  come f rom re l iance  upon markets  whi le  
preserving much of  the  pol i t ical  s tabi l i ty  made poss ible  by an 
author i tar ian  s ta te .  
 China 's  energy pol icy  i s  thus  a  microcosm of  the  same approach 
evident  in  China 's  wider  quest  for  development :  to  reap the income 
benef i ts  avai lable  f rom par t ic ipat ion in  g lobal  markets ,  whi le  



 

 

preserving the  power  and order  epi tomized by the  Leninis t  CPC.  
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 In  the  las t  two Five-Year  Plans ,  s tar t ing wi th  the  10th  Five-Year  
Plan,  2001 to  2005,  you begin  to  see  the  out l ines  of  th is  approach,  
a l though i t  f ina l ly  became concre te  in the  11th Five-Year  Plan ,  2006 to  
2010,  where  Hu J in tao and Wen J iabao found an oppor tuni ty  to 
e laborate  a  d is t inct  phi losophy of  development  tha t  would  not  only  
give  th is  p lan ,  but  a lso  the  12th  Plan ,  a  pol i t ica l  legacy for  them.  
 This  has  had speci f ic  impl ica t ions  for  the  energy sector .   By 
choosing to  develop the  hinter land and the  western  provinces  of  China,  
th is  has  rea l ly  changed the  energy pic ture  there  in  the  sense  of  now 
mass ive  infrast ruc ture  development  i s  taking place  in  these  provinces  
that  previously  had been neglected,  and th is  has  ra ised quest ions  of  
del ivery ,  of  suppl ies  and of  ongoing economic const ra ints .  
 I  be l ieve  I 'm running out  of  t ime here .  
 HEARING COCHAIR SHEA:  I f  you want  to  wrap up ,  tha t ' s  f ine .  
 MR.  RAHIM:  I  wi l l  t ry  and wrap up by saying that  in  the  long 
term,  i f  you look a t  a  couple  of  cr i t ica l  numbers  speci f ica l ly  in  terms 
of  o i l  demand and where  we see  o i l  demand going--and I  can get  into  
these  in  more  detai l  in  the  quest ion  and answer  per iod--but  o i l  demand 
a lone,  even a t  a  s lower  growth ra te  than we 've  seen in  the  past  few 
years ,  we ' re  looking a t  adding somewhere  on the  order  of  about  5 .8  
mi l l ion barre ls  of  o i l  in  demand between now and 2220.  
 And to  put  tha t  in  perspect ive ,  i f  we look a t  some of  the  larges t  
producers  in  the  wor ld ,  we ' re  ta lk ing about  more  than the  combined 
volumes of  Kuwai t ,  the  UAE,  Venezuela  and potent ia l ly  even Mexico.  
[The s ta tement  fo l lows: ]  

 
Prepared Statement  of  Mr.  Saad Rahim,  Manager,  Country 

Strategies  Group,  PFC Energy,  Washington,  D.C.  
 

Members and Co-Chairs of the Commission, thank you for inviting me here today.  My name is Saad 
Rahim, and I am a Manager in the Country Strategies Group of PFC Energy, a strategic advisory firm 
focusing on energy.  I have been asked to present my views on Chinese Energy Consumption Patterns and 
Trends, and will do so by outlining the political and economic context against which China’s energy 
demands are unfolding, following that with a discussion of some of the steps the Chinese government is 
taking to address rapidly rising demand, and finally outlining what we see as the projected path for future 
consumption.  I would like to note the invaluable contributions of my colleagues Dr. Yahya Sadowski and 
Dr. David Gates in preparing this analysis. 
 
An Overview of China’s Energy Issues and Programs 

Issues 

China’s rapid yet sustained economic growth over the past two decades is one of the great economic 
accomplishments of the last century.  While growth has “solved” many of China’s problems, it has also 
created new ones: massive movements of labor; a growth of inequality; political uncertainty; collapse of 
some public services (health care), etc.  One of the most important of these problems is a resources 



 

 

bottleneck that threatens to constrict future growth.  China needs more skilled scientists and engineers; it 
needs more water; and, most of all, it needs more energy. 
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In the early 1990s, the government in Beijing began to publicly acknowledge that it faced a looming energy 
crisis.  Oil production in old fields was declining, and demand for fuel was growing faster than new 
reserves were being discovered.  Self-sufficiency, one of the great objectives of the Maoist era, was no 
longer possible.  In 1995 China became a net oil importer and will remain one for the foreseeable future.  
By the late 1990s an even more serious problem began to manifest itself: although China had ample 
reserves of coal, production was inefficient and deliveries were irregular.  Combined with the 
underdevelopment of its natural gas resources, this led to brownouts, electricity rationing, and losses of 
industrial production.  This problem too had been foreseen, but disagreements over how to finance and 
organize new plants prevented its resolution. 

In 2004 China’s energy crisis took a new form.  International prices for oil rose; but state-mandated 
domestic prices did not.  The Chinese NOCs, caught in a set of scissors between opposing price 
movements, cut back on the delivery of refined products, particularly gasoline.  This led to spot shortages, 
long lines at gas stations, and public protests. 

As China began to rely ever more on imported energy, a new problem pushed its way to the top of 
Beijing’s policy agenda: energy security.  Now dependent upon oil imports from distant regions such as the 
Middle East, Beijing had to worry about how global developments would affect the price and supply of a 
key industrial resource.  What would happen if regional conflicts obstructed access to Persian Gulf oil 
fields?  What would happen if superpower tensions, such as a confrontation in the Straits of Taiwan, 
tempted the United States to threaten China’s energy supply lines across the Indian Ocean?  Or, even in the 
absence of political shocks, how could China react to global surges of energy demand that raised the 
international price of oil? 

Choices 

For observers in the OECD countries, the solution to these problems seemed obvious: China should 
deregulate, privatize and open the energy sector, allowing markets to undertake the work of coordinating 
supply and demand.  For the leadership of the Communist Party of China (CPC), however, this was not an 
attractive solution—at least in the short term.  An immediate shift to a market-based approach to energy 
problems would aggravate the unevenness of China’s development: new energy investment would 
concentrate in the industrialized coastal provinces, sidestepping the less developed hinterland.  Worse, the 
costs of adjusting to a market-based energy regime would fall heaviest on the working classes, erasing 
much of the income gains they had enjoyed since the liberalization of the economy began in 1978. 

The CPC was not only worried that this was unfair, it feared that it might be disastrous.  Inequality, 
particularly the gap between the urban and rural population, was already the source of massive political 
tension.  And rising incomes were the very foundation of the CPC’s legitimacy.  A market-based approach 
could trigger widespread protests and perhaps even a revolution.  Energy policy had to be reconciled with 
Beijing’s highest policy priority: political stability.  So China’s energy crisis, apparently an economic one, 
is at root really a political problem. 

Yet if immediate, “shock therapy” liberalization provided no solution to China’s energy problems, neither 
did a program of return to Maoist doctrines of self-sufficiency. 

China certainly has more oil left in the ground, and Beijing is particularly hopeful that it may be able to 
make important offshore discoveries.  But even in the most optimistic scenarios, there is not enough to 
match the decline in reserves, much less to meet the rapid growth of industrial demand.  China’s most 
under-exploited source of energy is probably natural gas.  But its gas reserves are generally concentrated in 
provinces distant from consumption centers.  Gas can be transported by constructing pipelines, of course, 
but this is a very expensive process that requires careful planning to match production with consumption.  



 

 

Internal debates, particularly over how much to rely upon foreign investors, have slowed growth in this 
area.  The same problem that afflicts coal, of producers being located in different problems from 
consumers, prevails in this sector.  And it is compounded by growing worries about the environmental and 
human costs of reliance upon coal. 
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In 2000, despite a patina of computers, cell phones, and astronauts, China’s economy still conformed to a 
nineteenth-century pattern, fueled by low-wage labor and coal.  And the heavy reliance upon coal bred a set 
of nineteenth-century health problems: industrial accidents, pollution on a massive scale, and a rapid 
growth of lung diseases.  Coal is a cheap source of energy for China only because its full human costs are 
not reflected in the price per ton.  By 2000 Beijing was already scrambling to reduce the human and 
environmental costs of its energy industry before they too turned into a spur to political unrest. 

By 1997, the CPC had debated these facts and reached the inescapable conclusion: China would have to 
accelerate development of all of its energy sources and yet will still have to rely upon growing imports of 
oil and natural gas.  It embraced a slogan of “going out”: of looking overseas for the capital, technology, 
crude oil and gas that it would need to sustain its industrial revolution. 

Programs 

The CPC has chosen to confront its energy crisis the same way that it has pursued industrialization since 
1978: with a mixed basket of tools, neither purely capitalist nor socialist, in a strategy that would have been 
equally offensive to Mao or Milton Friedman. 

The objective of this approach is simple: to capture most of the efficiency gains that come from reliance 
upon markets, while preserving much of the political stability made possible by an authoritarian state.  
China’s energy policy is thus a microcosm of the same approach evident in China’s wider quest for 
development: to reap the income benefits available from participation in global markets while preserving 
the power and order epitomized by the Leninist CPC. 

The dangers of this mixed approach are more subtle.  The logics of market and command economies tend 
to subvert each other.  Market signals can tempt producers to ignore political directives, and political 
controls can stifle the initiative on which market forces rely.  To successfully reconcile these opposing 
forces, the CPC would have to monitor their interaction carefully, constantly redressing the balance 
between the two. 

This means, among other things, that Beijing cannot simply pronounce an energy strategy and then let it 
play out.  The key to success in a mixed approach lies in continuous micro-interventions, endless 
adjustments of policy and personnel, to harmonize the overall process.  China has some expertise in this 
area.  Its entire development strategy, both in agriculture and in industry, has relied upon mixing market 
and command mechanisms.  Chinese policymakers have learned to be patient and pragmatic, to shepherd 
their policy experiments, building on their successes and learning from their failures. 

China’s diverse experiments in increasing energy production all reflected three themes that were 
proclaimed by then Premier of the State Council, Li Peng, in an important series of speeches during 1997: 

• First, the inevitability of “going out.”  Self-sufficiency was impossible, so China would have to 
learn to not just rely upon foreign sources of oil and gas, but to participate skillfully in 
international energy markets. 

• Second, coal was the backbone of China’s energy system and would have to remain central 
despite the high human costs.  However, growth should be concentrated in other energy sources, 
as much as possible capping the use of coal and limiting its attendant pollution. 
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 Finally, fostering increased supply is not the only strategy China wields in confronting its 

energy crisis: regulating demand is also a very real alternative.  In part, this can be achieved 
through efficiency increases, such as improving insulation standards in buildings and thereby 
reducing heating costs.  But it can also be done directly, such as by using taxes to dampen the 
demand for private automobiles and thereby curbing the growth of gasoline consumption. 

In the years that followed, China launched a series of major energy initiatives that reflected these doctrines.  
It began a series of high-profile mega-projects, such as the West-East natural gas pipeline and the Three 
Gorges Dam.  These are intended not only to directly ameliorate the problem, but also to stimulate the 
interest of private firms in investing in certain areas. 

Second, the CPC ordered a massive reorganization of the energy sector in 1998.  This was most far 
reaching in the oil sector, with the creation of three competing national oil companies (NOCs).  These firms 
promptly went on a “contract offensive” from Saudi Arabia to Venezuela, buying up overseas assets—both 
oilfields and companies (including a bid for Unocal)—which ironically stimulated demand for 
hydrocarbons globally.  The same year also saw the beginning of a restructuring of the electrical power 
industry.  Because of the difficulties of successfully regulating this sector (think California), the process 
was more protracted.  But coal-powered electrical generators are the front line of China’s energy supply, so 
when reforms in this area finally take hold they will have a broader impact on energy demand 

Third, in 2004-6 the CPC began to reorganize the government in a manner that reflected a move to make 
energy supply one of its top priorities.  The party released a long-term plan for energy development in 
2004.  A leading group for energy was established in 2005.  New energy regulatory agencies were being 
established.  A new five-year plan with energy supply as one of its top targets was promulgated.  The next 
five years should be a period of rapid evolution in China’s energy markets. 

Finally, the CPC undertook hundreds of micro-experiments in both new technologies and policy reform.  
Shanghai was allowed to develop its own restrictions upon automobile growth.  Beijing developed a model 
“green community.”  Dozens of windpower complexes and solar laboratories were launched.  Each of these 
experiments was watched to see whether it might reproduced and extended on a national scale. 

These experiments, large and small, provided a broad approach through which the CPC thought solutions to 
China’s energy crisis might be discovered.  No one expected them to be “magic bullets,” to provide an 
immediate short-term cure.  But over the medium-term different avenues would be explored, successes 
expanded and failures rejected, in a learning process that gradually revealed which avenues had the most 
potential.  Indicating which avenues were most promising and deserved the greatest share of resources was 
one of the functions of the five-year planning process.  Understanding the Five Year Plans is a critical 
component of understanding the underlying forces driving China’s policies towards its energy usage. 

Goals and Objectives, Policy Tools and Approaches for China’s Eleventh Five-year Plan 
 
The Political and Economic Context of the 11th Plan 
 
The 10th Plan (2001-2005) was transitional, an effort by then-President Jiang Zemin and then-Premier Zhu 
Rongji to secure their legacy while handing the reins of power over to a new team.  The 11th Plan (2006-
2010), in contrast, was definitional: an opportunity for Hu Jintao and Wen Jiabao to elaborate a distinct 
philosophy of development that would govern not only this plan but the 12th Plan and perhaps its 
successors. 
 
Hu and Wen represented a very different group within the party from Jiang’s Shanghai faction.    Members 
of this faction tended to have a more egalitarian perspective than those of the Shanghai group.  They too 
embraced the model of the “socialist market economy,” but they did not believe that economic growth 
alone cured all ills.  They worried that unguided growth not only failed to solve the problem of poverty, but 
actually aggravated other ills such as pollution and corruption. 
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Hu propounded a new slogan to epitomize this distinct perspective.  Since the reforms of Deng Xiaoping, 
the overarching goal of development in China had been to create a “prosperous society” (xiaokang shehui).  
In 2003 Hu persuaded the party leadership to agree that the proper objective should be a “harmonious 
society” (hexie shehui): one that was not only rich in material terms, but that provided an element of 
balance with nature, social justice, and promoted the dignity of all citizens.  This shift has had, and will 
continue to have, critical implications for the energy sector in China. 
 
The Energy Implications of the 11th Plan 

 
The 11th Plan includes proposals for a variety of “conventional” energy projects, such as a second West-
East gas pipeline and two new massive oil pipelines.  (Many of these objectives were already laid out in a 
special “Draft Energy Strategy” issued in 2004.)  It reiterates the old objectives for increasing the use of 
non-coal energy sources (particularly natural gas) and for constructing new power plants to meet spot 
shortages.  But the plan raises all of these issues to a new level of urgency, and calls for them to be 
confronted within the framework of a search for sustainable development. 
 
If it amounts to anything more than rhetoric, China’s search for sustainable development will have 
important implications for its energy sector.  One of its central tenets is that China cannot meet its energy 
needs by increasing supply alone: it must also cap the growth of demand.  Beijing took small steps in this 
direction immediately after the 11th Plan was issued.  It announced a minor increase of gasoline taxes and a 
major jump in automobile taxes to 20 percent for vehicles with engines larger than two liters.  (Vehicles 
already consume about a third of China’s petroleum production.)  The campaign to promote sustainability 
by encouraging conservation was not confined to energy.   
 
The 11th Plan also mandates serious increases in the efficiency with which energy is used.  By 2008 all 
vehicles in China will have to meet fuel efficiency standards that are 20 percent more demanding than those 
applied in the US.  A new code of building standards requires extensive used of natural ventilation, natural 
lighting, water recycling, and renewable energy in new structures.  The managers of SOEs will have their 
promotion prospects scored partly on the basis of improvements in energy efficiency and the government 
has targeted the 1000 largest enterprises in the country for inspection of their energy practices. 
 
The CPC hopes that its increased investment in science and technology will pay off in the form of greener 
and more renewable energy.  China is already one of the world pioneers in the field of micro-hydroelectric 
power and low-cost power plant technology.  It is putting serious assets behind the development of a fuel-
cell powered car, and is experimenting extensively with solar, wind, tidal, and geothermal energy.  Most of 
these experiments are long shots.  But the one that the Chinese are most serious about is not: current “clean 
coal” technologies are too expensive for widespread application in China.  So Beijing has launched a crash 
program to devise low-cost techniques for the gasification and liquefaction of coal, China’s primary energy 
source. 
 
Beijing is particularly interested in more efficient technologies for processing coal because it is the main 
source of pollution in China.  And pollution is not just a nuisance for the Chinese: it is the source of a major 
public health crisis.  The Worldwatch Institute estimates that by burning 2.1 billion tons of dirty coal each 
year, China generates acid rain and smog that costs $13 billion in crop, forest, and human health losses.  
China is home to 16 of the 20 most polluted cities in the planet, and 80 percent of Chinese towns register 
sulfur dioxide or nitrogen dioxide levels above those deemed safe by the World Health Organization.  
Pollution causes 400,000 premature deaths each year.  These problems, compounded by coal mining 
disasters and riverine chemical spills, have already triggered massive public protests. 
 
China’s new pollution control agency, the State Environmental Protection Administration (SEPA), has only 
250 staff and is unlikely to turn the country “green” on its own.  But environmental issues are a grave 
concern at the highest levels of the party and certainly lend force to its quest for energy efficiency.  It is not 
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th Plan contains only two official quantitative objectives.  One is the increase in 

GDP.  The other is a target for increased energy efficiency.  At the moment China generates only 4 percent 
of world’s gross domestic product, but it contributes 15 percent of global water consumption, 20 percent of 
aluminum, 28 percent of steel, 31 percent of coal, and 50 percent of cement.  In creating US$1 worth of 
GDP, Chinese producers consume 4.3 times more energy than their counterparts in the US, 7.7 times more 
than Germany or France, and 11.5 times that of more than Japan.  Thus, the 11th Plan demands that China 
consume 20 percent less energy for each unit of GDP by 2010. 

Long-term Energy Demand / Supply Prospects for China  

Economic Growth 
China has consistently been the fastest or one of the fastest growing major countries since the start of the 
reform program in the late 1970s. Just how fast is has been growing has long been a matter for debate 
among economists, and the recent government report that revised the historical estimates of GDP, while 
clearly consistent with established perceptions, will not resolve all of the outstanding issues. The principal 
issue – even after the latest revisions - is the reasonableness of the estimates themselves – with many 
economists remaining convinced that reported growth rates are understated when the economy is strong, 
and overstated when it is weak. 

The analysis and forecasts presented below represent PFC Energy’s efforts to incorporate the government’s 
latest estimates for GDP including the newly revised data on shares of economic activity by sector. These 
new estimates show much higher shares – historically and currently - for the service sector (and much 
lower shares for agriculture) and as such, are both directionally correct and important for understanding 
what is happening with energy demand. While the adjustments are therefore substantial, sorting out the full 
implications for the outlook is still in the preliminary stages and subject to revision.  Looking ahead, most 
economists would agree that that the Chinese economy will continue to grow very rapidly. But there is less 
agreement on how rapidly and how the mix of economic activity will change.   

 

Potential Constraints in Energy Demand 

Our base case forecast assumes that real GDP growth in China will gradually slow from the 9.8% per year, 
that according to the latest estimates, has been the average over the past twenty five years – and just under 
the average for the past three – to 8.2% per year over the balance of the decade and then 7% and 6.4% per 
year respectively during the first and second half of the next decade. This assumed slowing of the rate of 
growth may turn out to be too severe – or not severe enough, representing the high level of uncertainty that 
remains about the actual state of the Chinese economy given the paucity of data and transparency. But it 
certainly represents a reasonably likely outcome – one which if approximately correct would be sufficient 
to raise the level of real GDP per capita from roughly $1500 US dollars today to more than $3600 dollars in 
2020. Lower international resistance to Chinese exports combined with greater success in increasing the 
rate of growth in domestic demand would almost certainly result in stronger growth in total and per capita 
GDP. Greater international resistance and greater difficulty in stimulating domestic demand would produce 
the opposite result. The energy demands resulting from these alternative profiles (and alternative shifts in 
the mix of economic activity) have been modeled and the key point is that whatever profile for GDP 
growth is assumed, the implication is continued strong growth in China’s requirements for all forms of 
energy – including oil and gas.  

One primarily economic point regarding these alternative profiles is that if economic growth should turn 
out to be substantially slower than assumed in our base case, the government is likely to take action - 
including especially tempering the pace of reform – so as to minimize any adverse effects on the country’s 
ability to absorb new entrants to the labor force and / or workers that are still underutilized in agriculture 
and the SOEs.  (Our working assumption is that the rate of GDP growth at which increasing unemployment 
would become a concern such that the government would begin to take countermeasures is about 6%).  
Under a slow growth scenario growth rates as reported may not be much lower than assumed in our base 



 

 

case but the implications for energy demand – especially improvements in energy efficiency could be such 
that the reduction in energy demand could be far less than proportional to the reduction in economic 
growth.    
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Energy Demand / Supply 

Given the strong growth in China’s economy since the start of reform, the most surprising thing about 
China’s energy demand is not how fast it has grown – but how slowly. This point is often missed in 
published commentaries in part because – like exports, discussed above - the volumes involved in China 
energy are so large. Since 1980 total energy demand in China has grown at an average rate of only 3.9% 
per year – which compared to an average rate of growth in GDP of 9.8% per year works out to a long-term 
average elasticity of just over .4. A long-term elasticity of .4 is more in line with what would be expected 
for a mature western economy and less than half what would be expected for a still emerging market such 
as China.   

There are several reasons for this low growth rate and low elasticity. One of course is the quality of the 
data.  Measuring energy use – like measuring economic activity - in an emerging economy such as China is 
always a challenge. In China, in particular, energy use can be politically sensitive – especially as relates to 
reporting between different level governments. In this context there is no question that some of the 
officially reported data are inherently suspect. The most recent example is reporting on coal use in the late 
1990s, when lower level governments were almost certainly under reporting their actual production and 
consumption so as to appear in compliance with central government directives to limit production from 
smaller, more hazardous mines. Support for the conclusion that this was under reporting rather than actual 
lower use is the fact that there was no reported offsetting increase in usage of other fuels (substitution) and 
no evidence that there was a reduction in economic activity to correspond to the reported reduction in the 
amount of energy used.    

A second reason for the low growth rate, which is partially fundamental, partially a function of how 
elasticities are measured is the large share of residential energy in total energy especially at the start of 
reform.  Residential energy use in China has grown over the past twenty-five years and PFC expects that it 
will continue to grow. But the fact that it was large to begin with and has not grown as rapidly as GDP has 
had the effect of slowing the rate of growth in total energy and thus lowering the elasticity of total energy 
in relation to GDP as this is traditionally measured.  (China’s historically small volumes in transportation 
and commercial energy have grown more rapidly but because of their small size, have had almost no effect 
on China’s total elasticity).     

A third reason, which is almost entirely fundamental, concerns the inefficiency of industrial energy use at 
the start of reform. Basically when reform began, use of energy in China’s State Owned Enterprises was 
extraordinarily inefficient. There are several reasons for this but the most important is probably the fact that 
these enterprises were not charged for their energy use and thus saw no incentive – other than occasional 
government exhortations – to use energy more efficiently. With reform there have been two parallel 
developments – both of which have resulted in dramatic improvements in this sector. One is shifts in the 
mix – so called “indirect conservation” - as lighter, less energy intensive industries, many of which made 
up of non–state owned companies have come to account for more and more of China’s industrial activity. 
This is conceptually similar to what happened in Japan in the late 1970s following the first oil shock when 
production from energy intensive industries such as steel grew more slowly or declined and production 
from higher value added, less energy intensive industries such as automobiles and consumer electronics 
began to grow more rapidly. The other is changes in production processes – so called “direct conservation” 
– as the equipment that was in use at the start of reform was replaced and as more of the production took 
place in newer facilities that had more efficient technologies simply as a function of being new.  

These second and third reasons are extremely important for the outlook for energy demand and supply in 
China. Residential energy now represents a much smaller share of total energy than it did when reform 
began. Similarly energy intensive, heavy industries – especially heavy industries relying on pre-reform 
inefficient processes – are a much smaller percentage of industrial energy use than was the case twenty five 



 

 

years ago. In this context, while there are many reasons including government policy for assuming that 
China will be working to limit the future growth in energy consumption, the implication of these historical 
trends is that many of the easy improvements in energy efficiency – those resulting from the large shares of 
residential and older, less efficient equipment in industry - have already been achieved. Going forward the 
likelihood is that future improvements may be more difficult and that as a consequence, future elasticities 
may not decline as rapidly as the government and many energy economists are currently assuming. The one 
certainty is that total energy per unit of GDP will not continue to decline at the same rate as it has since 
reform began.  
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Our base case forecasts show total primary energy demand in China growing from an estimate of  just 
under 32 mmboe/d (million barrels oil equivalent per day) in 2005 to 55 mmboe/d in 2020. This would be a 
growth rate of 3.7% per year over the full 15-year period and would imply an average elasticity of just over 
.50, about .10 higher than the .40 observed since the start of reform. (To put this in perspective the average 
elasticity over the past five years was about .70, .20 higher than the current forecast but this is probably 
overstated by virtue of what we believe to be under reporting of coal demand / supply in the late 1990s).  
Contributing to the forecast growth rate and elasticity, total final consumption – the sum of the five end 
uses – transportation, residential, commercial, industrial and other (mainly agriculture and non-energy) - is 
expected to grow at an average rate of 3.6% per year, while energy consumption in transformation – 
generation of power and district heat – is expected to grow at an average 3.9% per year.    

Looking at demand by sector, transportation is expected to grow more rapidly than other end uses. Total 
volumes are expected to nearly double from 2.3 mmboe/din 2005 to 5.3 mmboe/d in 2020, for an average 
growth rate of 5.7% per year. Much of this growth is expected to be in road transport – trucks, reflecting 
ongoing changes in Chinese industry – with greater emphasis on higher value added products and the 
inherent advantages of trucks for local distribution of freight – and cars, reflecting the assumed continued 
growth in the numbers of cars from the current extremely low base. (Water and rail will remain important 
but prospects for growth in these two modes are limited in part by the inherent constraints in these systems. 
Air will continue to grow strongly but the base is still extremely small.) While forecast volumes for road 
transport have been tempered to reflect concerns regarding the current and future adequacy of China’s road 
network – and likely improvements in fuel efficiency, especially if hybrid vehicles become an important 
factor in the market, the facts are that if recent performance is an indication, this part of our overall demand 
forecast is as likely to be too low rather than too high.  

In terms of fuels used in transportation, oil will continue to dominate while electricity will continue to 
grow, mainly at the expense of direct use coal in rail. Within the oil category, the mix of fuel products – 
gasoline versus ADO (automotive diesel oil) - is a major uncertainty that will be increasingly important 
over time. For purposes of this analysis, however, the point is that oil will remain the dominant fuel in 
transportation.                          

Commercial use energy is expected to grow rapidly at 5.3% per year but total volumes are expected to 
remain rather small with a forecast increase of 1.0 mmboe/d producing a sectoral total of about 1.8 
mmboe/d in 2020. In terms of fuels, electricity and gas are expected to grow relatively rapidly but oil is 
expected to retain its traditional dominance.    

Industrial energy is expected to grow at about 4.1% per year, thus solidifying its position as the dominant 
sector in final consumption. Total volumes are expected to increase from 8.7 mmboe/d in 2005 to 16.0 
mmboe/d in 2020.   

In terms of fuels, electricity and gas are expected to grow somewhat more rapidly than either coal or oil. 
Within the oil category, products like LPG are also expected to grow relatively rapidly. These changes in 
the mix of fuels reflect the judgment that Chinese industry will continue to move in the direction of lighter, 
higher value added less energy intensive products such as consumer electronics and ceramics. But heavy 
industry including steel will continue to grow and as a result coal and fuel oils are expected to continue to 
grow and to retain their dominant positions.  

Reflecting its recent performance residential energy is expected to continue to grow rather slowly with an 
average growth rate of only 1.1% per year. But this relatively modest growth rate and correspondingly 



 

 

modest increase in the total (from 6.5 mmboe/d in 2005 to 7.6 mmboe/d in 2020) is a function two rather 
divergent patterns: relatively strong growth in the urban areas where population continues to grow at an 
average of about 3% per year and little or no growth in the rural areas, where population is flat or in some 
cases declining. It is impossible to overstate the importance from an energy standpoint of continued strong 
growth in the urban areas where the fundamentals of urban life – apartment living, jobs in factories and 
commercial establishments, access to modern appliances - in effect compel a shift to commercial energy 
and especially oil, gas and electricity rather than coal or more traditional fuels such as biomass. Biomass 
and coal remain the dominant fuels in the rural areas but even here the cleaner commercial fuels are 
continuing to penetrate. 
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Included in the totals for energy consumption for the various end uses discussed above, total electricity 
demand is expected to grow at an average rate of 4.8% from 2005 to 2020. This implies an elasticity of 
electricity to total GDP of just over .65 (.67), higher than that for total final consumption (.50) but again, 
rather low for a country at China’s stage of economic and energy development.    

Looking in detail at electricity output / generation by fuel, coal is certain to remain the dominant fuel with a 
market share in the mid 70% range – despite the government and utilities’ strong efforts to promote the 
development of alternatives. Hydro is expected to remain the second most dominant fuel but its share is 
expected to gradually edge downward – from 15-16% now to about 12% - once current major projects are 
completed. Nuclear is expected to grow very rapidly especially toward the later half of the outlook as the 
options for alternatives continue to narrow. In this context nuclear is assumed to account for about 6% of 
China’s power in 2020. Gas is also expected to grow rapidly but given the low start point – and likely 
slippage especially if currently planned LNG projects are delayed, its share is likely to remain relatively 
modest (3% or so) even in 2020. Oil is expected to account for most of the balance and will continue to 
represent about 2% of the total.       

Combining the forecasts for fuels by end use sector and the forecasts for fuels for transformation – power 
generation and district heat – coal is expected to remain the dominant fuel in China’s overall energy 
balance at least through 2020 – and probably many years thereafter.  Coal is projected to grow at 3.7% per 
year – the same as total primary energy - but given the enormous volumes already being consumed, even 
this modest growth rate is enough to raise the total some 13.8 mmboe/d (to 33.1 mmboe/d) by 2020. 33.1 
mmboe/d would represent just over 60% of total primary energy.  

Continuing to utilize current volumes of coal let alone supply projected growth poses a number of 
important challenges ranging from air quality to mine safety to basic logistics – given the current limited 
availability of rail facilities to move coal from the mines in the north to industry and utilities in the south. 
Lack of water that might be used to wash coal before shipment is another problem. But given the volumes 
involved, the clearest implication is the urgent need to pursue all possible options in the areas of energy 
conservation and the utilization of alternative fuels including oil, gas and nuclear.           

Oil is projected to grow at 4.4% per year that translates to an increase of roughly 5.8 mmboe/d (from 6.4 
mmboe/d in 2005 to 12.2 mmboe/d in 2020). 12.2 mmboe/d would represent about a 22% share of total 
primary energy. 4.4% and an increase of 5.8 mmboe/d are roughly in line with recent past forecasts by PFC 
Energy and reflect a combination of recent performance, the government’s revised estimates for GDP, oil’s 
currently unique advantages in transportation, residential use, specialized industry and petrochemicals and 
the judgment that with all of the challenges confronting the other energy sources, demand for oil may 
continue to grow quite rapidly.  

Among the questions that bear on the reasonableness of this forecast, one concerns the government’s future 
pricing policy for oil and other fuels. The current forecast assumes that the government will continue to 
move toward full cost – rather than directly or indirectly subsidized – pricing, as it has indicated is its 
intent, but that its efforts will continue to fall short of this objective. A key reason for this assumption is last 
year’s creation of an energy leading group within the State Council, a structure that among other things, 
would appear to give greater voice in energy pricing to consuming industries, rather than leaving this more 
or less completely in the hands of the State Development and Reform Commission.     

Gas is projected to grow at 5.9% per year. This means an increase of 1.1 mmboe/d between 2005 and 2020 



 

 

(from just over 0.8 mmboe/d to just under 2.0 mmboe/d). This forecast is somewhat lower than recent past 
forecasts by PFC Energy and reflects concerns over government policy and pricing – especially with 
respect to LNG. A year ago most forecasters were caught up in the excitement of monthly if not bi-weekly 
announcements of new LNG terminals. This year the challenges are clearer – the most important being the 
reluctance of consumers to accept prices needed to cover the costs of imported LNG (or pipeline gas) as 
long as alternatives such as coal are available at much lower cost. In many respects this is a classic public 
good / private good problem with air quality considerations favoring the use of gas but private economics 
favoring continued use of coal. But in this case the traditional public / private solution – public intervention 
to encourage consumption of gas through government guidance or higher taxes on coal - has not yet 
happened and in fact may not happen any time soon. Reasons range from government reluctance to under 
cut reform by overriding price based decisions to the involvement of major consumers in policy, pricing 
and in the financing of the terminals/regasification facilities. In this regard the most encouraging 
development may be recent trends in which south eastern major consumers are having to pay higher prices 
for imported coal.    
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With future production gas somewhat more uncertain than future production of oil, it is reasonable to 
consider at least two possible profiles for future production and imports: one profile assumes that gas 
production holds constant at roughly current levels while the other assumes that production will increase by 
an arbitrary 3% per year.  At this point the message is that given what is known today – and given the 
limited success that the industry has had to date, it is probably best to assume that China will require a huge 
increase in imports – both pipeline and LNG – in order to meet what must be considered a moderate 
forecast for end use demand. 
 
Projected growth rates for other fuels – including nuclear and hydro are generally ambitious but given the 
current low start points and acknowledged challenges are unlikely to make a material difference in China’s 
overall energy picture within the time frame covered by this forecast.    
 
Conclusion 
 
In conclusion, it is clear that China’s energy demands will continue to increase rapidly in coming years.  In 
fact, in many ways they will rise more rapidly than we have seen in recent years.  However, while 
unconstrained demand growth will certainly tax the world energy system, there are plenty of opportunities 
to help address this issue before it gets out of hand.  China is already undertaking a variety of policies 
aimed at increasing conservation and efficiency, but there are other opportunities that can be leveraged by 
U.S., Japanese and European companies.  By helping to introduce the widespread use of hybrid automotive 
technology, for example, rapidly increasing projected gasoline demand could be limited to a much lower 
amount.  Chinese officials realize that it is in their own best interests to limit future energy demand, and 
thus are amenable to pragmatic solutions as long as they do not perceive a direct economic threat from 
adopting them.  There is a risk, however, that moves made by either China or the United States to secure 
energy supplies may be misperceived by the other side, a potentially dangerous situation.  Unrestricted 
competition for energy will lead to volatility in energy markets and may threaten uninterrupted supplies, a 
sub-optimal outcome for all.  Therefore, it is strongly recommended that the United States make every 
effort to engage China on this critical issue, and in doing so help ensure its own energy security for the 
future. 
 
 HEARING COCHAIR SHEA:  Thank you,  Mr.  Rahim.   I  
apprecia te  that .   Mr.  Houser .  
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 MR.  HOUSER:  Thanks  very  much for  asking me to  jo in  you here  
today.   I  should  a lso  say I  come to  you as  a  Vis i t ing Fel low at  the  
Col in  Powel l  Center  for  Pol icy  Studies  in  addi t ion  to  my pr ivate  sec tor  
advisory  work.  
 Saad did  a  great  job  of  laying out  some of  the  pol icy  const ra in ts  
and pr ior i t ies  fac ing the  Chinese  leadership .   I 'm going to  use  my ora l  
comments  to  focus  on some changes  happening in  the  rea l  economy in  
China  and how that ' s  shaping the  nature  of  energy demand.   I  go  in to  
th is  in  greater  depth  in  the  wri t ten  s ta tement  and a lso  in  a  repor t  my 
col league Dan Rosen and I  d id  for  the  Peterson Ins t i tu te  las t  month 
which I  th ink is  maybe included in  the  br ief ing binders  there .  
 Over  the  pas t  f ive  years ,  the  energy prof i le  of  Chinese  economic  
growth has  change dramat ica l ly .   From 1997 to  2001,  ef f ic iency gains  
reaped f rom economic reforms a l lowed China  to  grow i ts  economy at  
n ine  percent  a  year ,  whi le  energy demand grew at  only  hal f  tha t  ra te .  
 S ince  2001,  however ,  economic  growth has  cont inued apace ,  but  
energy demand has  r i sen by 13 percent  a  year ,  more than twice as  fas t  
as  analysts  predic ted  a t  the  turn  of  the  century.  
 This  upside  surpr ise ,  as  Saad ment ioned,  has  resul ted  in  energy 
shor tages  a t  home,  t ight  o i l  and gas  markets  abroad,  and has  p laced 
China  f ront  and center  in  the  debate  over  internat ional  energy secur i ty  
and global  c l imate  change.  
 What  Dan and I  f ind in  our  repor t  i s  tha t  cont rary  to  what  most  
people  th ink,  what 's  dr iv ing that  surge  of  demand,  the  one we 've  seen 
over  the  pas t  f ive  years ,  i sn ' t  automobi les  and a i r  condi t ioners .   But  
i t ' s  industry  and the  reemergence  of  heavy indust ry .   I t ' s  s tee l  mi l l s ,  
cement  k i lns  and a luminum smel ters .   We cal l  th is  inves tment- led  
energy demand which is  China 's  current  energy chal lenge.  
 China 's  fu ture  energy chal lenge is  consumpt ion- led  demand,  
automobi les  and a i r  condi t ioners ,  and Dr .  Schipper  i s  going to  ta lk  
about  that ,  but  r ight  now about  the  chal lenge comes f rom indust ry ,  
indust ry  that ' s  responsible  for  70 percent  of  energy demand in  China  
today.  
 For  example ,  the  i ron and s tee l  sec tor  a lone  is  responsible  for  16 
percent  of  the  country 's  energy demand.   Al l  the  households  in  the  
country  combined account  for  only  ten  percent .   The chemical  sec tor  
uses  more  energy than the  pr ivate  t ransporta t ion  and the  a luminum 
indust ry  uses  more  energy than the  commercia l  sec tor .  
 So as  opposed to  the  U.S. ,  where  we have a  consumer  problem, 
in  China r ight  now they have a  producer  problem,  and th is  of  course  
expands  in to  the  economic rea lm as  wel l  as  the  energy realm.   At  only  
s ix  percent  of  g lobal  GDP,  China  today accounts  for  near ly  35 percent  
of  g lobal  s tee l  product ion,  28 percent  of  g lobal  a luminum product ion,  

 

 
 
 
  



 

 

and near ly  hal f  of  a l l  the  cement  and f la t  g lass  produced worldwide,  
and th is  ref lec ts  not  only  a  growth in  domest ic  demand for  these  goods ,  
but  a lso  ref lects  a  shi f t  in  China 's  t rade  balance .  
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 Four  years  ago,  China 's  s tee l  impor ts  exceeded expor ts  by 450%. 
Last  year ,  expor ts  exceeded imports  by about  250 percent .   That  
turnaround is  responsible  for  a  thi rd of  China 's  g lobal  t rade  surplus ,  
the  change in  the  meta ls  balance  f rom net  importer  to  net  expor ter ,  so  
China i s  now not  only  the  largest  s teel  producer  in  the  wor ld ,  i t ' s  a lso 
the  largest  s tee l  exporter .  
 In  addi t ion,  these  energy intensive  indust r ies  bui ld  the  
infras t ructure  that  faci l i ta tes  the  l ighter  s ide  of  Chinese 
manufactur ing:  the  por ts ,  the  h ighways,  the  bui ld ings ,  the  fac tor ies  
that  a l low China  to  manufacture  Barbie  dol ls ,  te levis ions ,  e lect ronics  
that  ge t  shipped to  the  U.S.   So whether  i t ' s  in  te rms of  the  s tee l  tha t ' s  
expor ted  di rec t ly ,  the  cement  poured for  h ighways  or  the  
pet rochemicals  used to  make toys ,  much of  China 's  energy demand is ,  
in  fact ,  used to  sat i s fy  consumpt ion outs ide  of  China 's  borders ,  not  
leas t  here  in  the  U.S.  
 So then the  quest ion is  f rom a  g lobal  energy and environmenta l  
s tandpoint ,  how eff ic ient  i s  the  energy use  in China  compared to  
e lsewhere  and f rom what  sources  i s  i t  generated?   Wel l ,  of  course ,  in  
China  i t ' s  generated most ly  f rom coal .   70  percent  of  the  country’s  
energy needs  are  sa t is f ied  wi th  coal ,  which in  2006 to ta led  about  2 .4  
b i l l ion  metr ic  tons ,  more  than twice  as  much in  the  U.S.  and near ly  40 
percent  of  g lobal  coal  consumpt ion that  year .  
 Every  year  more  and more  of  th is  coal  i s  del ivered to  the  end 
user  in  the  form of  e lect r ic i ty ,  demand for  which is  growing fas t .   Las t  
year ,  China  added over  100 gigawat ts  of  new capaci ty ,  which is  more  
than the  ent i re  ins ta l led  base  of  Afr ica ,  and again  this  year  wi l l  
probably  add another  100 gigawat ts .  
 The opt ions  for  moving the  power sector  away f rom coal  are  
fa i r ly  l imi ted .   Bei j ing  has  ambi t ious  p lans  for  hydro,  wind,  nuclear ,  
but  faces  both  economic  and pol i t ica l  hurdles  on a l l  three  f ronts .  
 For  hydro,  they 'd  l ike  to  see  capaci ty  double  by 2020.   Now,  to  
reach that  target ,  i t  would mean bui ld ing one Three  Gorges  Dam every 
year  between now and 2020,  which is  probably  not  poss ible .    
 For  wind and nuclear ,  the  government  has  s imi lar  ambi t ious  
hopes ,  which might  be  achieved,  but  even under  the  bes t  case  scenar io  
would account  for  about  s ix  percent  of  ins ta l led  capaci ty  in  2020.  
 Natura l  gas ,  which is  20  percent  of  power  gen here  in  the  U.S. ,  
i t ' s  largely  off  the  table  in  China  due to  costs .   LNG contracts  have  
been s igned.   Terminals  are  being const ructed,  but  prospect ive  gas-
f i red  power  genera t ion has  to  l ine  up behind the  pet ro-chemical  
indust ry  that  needs  cheap gas  to  be  compet i t ive  wi th  the  Middle  East  



 

 

and behind res ident ia l  consumers  who are  looking for  c lean fuel  to  
heat  thei r  homes and to  cook thei r  food.  
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 In  shor t ,  a l ternat ive  power  sources  in  China  are  impor tant  for  the  
g lobal  turbine  market ,  the  g lobal  nuclear  market  and global  LNG 
market ,  but  they do not  mean that  China  i s  going to  be  able  to  
s ignif icant ly  move away f rom coal  in  the  medium term.  
 Expect  to  see  China  add more  coal - f i red  power  p lants  over  the  
next  15  years  than exis t  in  tota l  in  the  U.S.  today.  
 In  addi t ion,  r i s ing oi l  and gas  pr ices  have se t  off  a  hunt  for  coal -
der ived pet roleum subst i tutes .   In  the  beginning,  th is  charge  was  led  by 
Bei j ing  concerned wi th  the  nat ional  secur i ty  impl ica t ions  of  China 's  
growing dependence on imported  oi l ,  but  wi th  crude now above $60 a  
barre l ,  the  market  doesn ' t  need any help  f rom government  and there 's  a  
ton of  projects  on the  books  under  development .  
 Some analys ts  es t imate  that  the  product ion of  coal -der ived 
t ranspor ta t ion fuels  could  reach 1 .6  mi l l ion barre ls  a  day by 2020.   I f  
achieved,  i t  would require  an  addi t ional  400 mi l l ion tons  of  coal  and 
600 mil l ion tons  of  water  each year  to  produce.    
 Now,  recent ly ,  af ra id  of  what  this  means  for  coal  pr ices ,  water  
supply ,  and the  country 's  carbon footpr in t ,  Bei j ing 's  enthusiasm has  
waned,  and the  government  in  recent  weeks  has  ac tual ly  taken s teps  to  
put  the  brakes  on these  projects ,  pu t  a  morator ium on the  development  
of  new coal- to- l iquids  in  China .  
 The Commiss ion has  asked me how this  re l iance  on coal  af fec ts  
China 's  overa l l  economic  heal th .   To date ,  i t ' s  been suppor t ive  of  
economic growth.   I f  China  had been forced to  do wi th  imported oi l  
what  i t ' s  done wi th  domest ic  coal ,  the  country 's  energy bi l l  would  have 
eas i ly  doubled and economic growth would have no doubt  s lowed.  
 Going forward,  though,  our  v iew is  tha t  coal  dependence presents  
more  of  a  downside  r i sk  to  growth as  pr ices  r i se  and the  associa ted 
environmenta l  cos ts  come to  bear .   The recent  surge  in  heavy indust ry  
responsible  for  the  country 's  burgeoning energy demand is  made 
poss ible  by a  number  of  cos t  advantages  tha t  Chinese  f i rms enjoy 
rela t ive  to  the i r  foreign compet i t ion .  
 We deta i l  these  advantages  in  our  repor t ,  but  most  impor tant  are  
shor t  const ruct ion t imes  and approval  processes ,  concess ionary land 
pr ices  and a  capi ta l  sys tem that ' s  b iased toward s ta te-owned heavy 
indust ry  that  in  the  absence  of  rea l  in teres t  ra te  compet i t ion for  
deposi tors  can provide  money cheap to  lenders .  
 Energy pr ices  in  and of  themselves  don ' t  actual ly  provide  much 
of  an  advantage  in  China .   Domest ic  coal  and e lect r ic i ty  costs  have 
largely  converged wi th in ternat ional  levels ,  and in  many cases ,  
Chinese  companies  ac tual ly  pay higher  pr ices  than the ir  counterpar ts  in  
Russ ia ,  Aust ra l ia  and even the  U.S.  



 

 

 Where  Chinese  f i rms do have an  advantage  is  in  the  
environmenta l  cos t  associa ted  wi th producing and consuming energy.   
Few Chinese  power  p lants  and even fewer  s teel  mi l l s  and cement  k i lns  
control  pol lu tants  emit ted f rom the  coal  they burn.  The cumulat ive 
ef fect  of  th is  i s  decreased agr icul tura l  y ie lds ,  premature  morta l i ty  and 
chronic  respi ra tory  problems.  
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 China 's  coastal  res idents ,  however ,  a re  now reaching an income 
level  where  thei r  food and shel ter  needs  are  met ,  and th ings  l ike  c lean 
a i r  and water  are  more  valuable .  
 This  r i s ing middle  c lass  i s  put t ing pressure  on the  government  to  
force  indust ry  to  reduce the  amount  of  pol lu t ion i t  emits ,  even i f  i t  
comes a t  the  expense  of  growth.   Incorporat ing these  environmental  
costs  into  a l ready r is ing energy bi l l s  wi l l  sure ly hur t  the  
compet i t iveness  of  some of  China 's  heavy indust ry .   Now,  th is  can be  
e i ther  a  ne t  pos i t ive  or  a  net  negat ive  for  Chinese  economic  growth,  
depending on how the  government  manages  the  process .  
 There 's  been a  lo t  of  d iscuss ion in  the  U.S.  recent ly  about  how to  
rebalance  Chinese  growth away f rom inves tment  towards  consumpt ion,  
away f rom indust ry  towards  services .   Worr ied  about  the  negat ive  
impacts  of  the  current  inves tment- led  indust ry  boom from energy 
demand to  environmental  degradat ion to  the  exploding t rade  surplus ,  
Bei j ing  is  eager  to  see  such rebalancing take  place ,  but  the  s teps  the  
government  has  taken to  date  are  insuff ic ient  to  br ing i t  about  in  an  
order ly  manner .  
 In  thei r  t imidi ty ,  they r i sk  causing a  more  abrupt  adjus tment  
down the  road.   Many in  government  rea l ize  th is  and are  t ry ing to 
move beyond t radi t ional  adminis t ra t ive  approaches  to  re in ing in  
indust ry .  
 My t ime is  more  than expired ,  so  I ' l l  wrap up.   I 'm happy to  go 
in to  the  in ternat ional  impl icat ions ,  both  for  c l imate  change and energy 
secur i ty  in  the  Q&A. 
[The s ta tement  fo l lows:] 4   
 
 HEARING COCHAIR SHEA:  Thank you very  much,  Mr.  Houser .   
Dr .  Schipper .  
 

STATEMENT OF LEE SCHIPPER AND WEI-SHIUEN NG 
DIRECTOR OF RESEARCH, EMBARQ, WORLD RESOURCES 

INSTITUTE, WASHINGTON, D.C.  
  

 DR.  SCHIPPER:  Thank you and I ' l l  speak as  fas t  as  my cold  le ts  
me.   Thanks .   I 'm summariz ing work we 've  done in  EMBARQ with  WRI 
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Center  for  Susta inable  Transpor t .   Our  work is  in  many,  many c i t ies ,  
suppor ted by the  Shel l  Foundat ion,  the  Caterpi l lar  Foundat ion.   
Actual ly  i t  works  wi th  empowered leaders  to  catalyze  social ,  f inancial  
and environmental ly  sound solut ions  to  the  problems of  mobi l i ty .  
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 We 've  worked a  great  deal  in  Shanghai  and Xi 'an .   And I  wi l l  
g ive  you hard  copies ,  rea l  hard  copies  of  some of  the  th ings  we 've  
done,  and you ' l l  ge t  l i t t le  brochures  about  EMBARQ. 
 Everybody ta lks  about  the  r i s ing need for  fuel  in  China  and I  
th ink af ter  hear ing the  previous  two speakers ,  I 'm a lmost  afra id to  
make th ings  sound worse ,  but  I  wi l l .  
 Our  thes is  i s  that  in  spi te  of  China 's  t iny  oi l  demand--  t iny  by 
our  s tandards ,  we share  the  concerns  expressed here  about  the  
impl icat ions  of  impor ts  of  o i l  in  China  and the  expensive  a l ternat ives--
we th ink that  t ranspor ta t ion is  a  more  fundamenta l  roadblock to  
improving China’s  energy use .   You can bui ld  fac tor ies ;  you can expor t  
dol ls ;  you can ' t  rea l ly  create  space  where  there  i s  none,  and there  i sn ' t  
space  in  Chinese  c i t ies .  
 I  think the  point  made ear l ier  tha t  par t icular ly  on coastal  China ,  
people  have money,  they have cars .   In  my e ight  years  of  going back 
and for th  to  Shanghai ,  I 've  seen i t  go  from passib le  to  impassible .   We 
cal l  th is  hypermotor iza t ion,  not  because  cars  are  bad,  but  because  i t  
happened so  fas t ,  in  hal f  a  genera t ion,  and the  number  of  people  
get t ing  knocked off  the  road is  rea l ly ,  rea l ly  shocking,  and in  my 
wri t ten  tes t imony the  f i rs t  p ic ture  i s  the  "No bike"  s ign on Nanj ing 
Road.   Even pedest r ians  l ike  mysel f  take  real  r i sks  in  t ry ing to  walk 
across  the s t reet  in  China .  
 Fuel  wi l l  e i ther  come from oi l  impor ts  or  i t  wi l l  come from 
synthet ics .   As  we descr ibe  in  the  tes t imony,  we 've  commiss ioned a  
book for  Chinese  readers  in  Chinese  wri t ten  by Chinese  and non-
Chinese  exper ts  pai red  up,  and the  out look for  anything other  than 
coal -based synthet ics  i s  gr im.  
 But  the  Chinese  admit  when you ta lk  long enough that  the  coal -
based synthet ics  are  a lso  going to  be  expensive .   I  point  that  out  
because  in  the  other  chamber  of  this  organizat ion,  they ' re  ta lk ing about  
subsidiz ing coal-based synthet ics .   China ,  wel l ,  we ' l l  see .  
 The author i t ies  understand that  the  a l ternat ive  i s  expensive ,  but  
they s t i l l  pay less  for  gasol ine  and diesel  than we do,  and they haven ' t  
sor ted  tha t  whole  i ssue  out  of  how to  in ternal ize  even bas ic  market  
pr ices ,  not  to  ment ion external i t ies .  
 The cos t  in  human terms,  in  lung terms,  having got ten  s ick  many 
t imes  in  ordinary  Chinese  c i t ies  f rom being s tuck in  t raf f ic ,  cos t  i s  
very  high,  but  the  real  cost  i s  the  i r revers ib le  a t tempt  in  p laces  l ike  
Bei j ing  to  sprawl ,  th inking that  wi l l  so lve  the  problem,  and as  we 
know from our  congested c i t ies ,  tha t  doesn ' t  so lve  the  problem.   Ask 



 

 

anybody on e i ther  s ide  of  the  a is le  who has  to  deal  wi th  Northern  
Virginia ,  and outer  Bei j ing and now Pudong,  which was  empty 30 years  
ago,  in  the  eas t  of  Shanghai  i s  beginning to  look l ike  Tysons  Corner .  
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 China  th inks  i t  has  a  market  economy and a l l  of  us  who go there  
know that  i t ' s  rea l ly  fun to  go to  e i ther  a  fancy depar tment  s tore  or  
haggle  for  a  p iece  of  ar t ,  but  the  real  b lood of  the  market  economy that  
i t  takes  to  s teer  consumers '  investment  i sn ' t  necessar i ly  qui te  there .  
 We modeled three  fu tures .   I  won ' t  go  in to  the  deta i ls  because  of  
lack of  t ime.   The f i rs t  was  business  as  usual ,  and bingo,  we get  
whatever  e lse  gets ,  two mil l ion barre ls  a  day for  cars  in  the  year  2020.  
 Then when we sa id  what  about  Japanese  gasol ine  pr ices  and 
modest  fuel  economy s tandards ,  and I 'm proud to  say that  my s tudent  
Feng An is  the  guy that  turned the  t r ick  on the  fuel  economy s tandards .   
And that  gets  you to  about  one-and-a-quar ter  mi l l ion barre ls  a  day,  and 
they can s t ick  in  some a l ternat ives  l ike  compressed natura l  gas ,  maybe  
some e lec t r ics ,  but  the  c i t ies  are  s t i l l  awash in  too many cars .   Okay.  
 So we sa id  what  happens  i f  they real ly  take  t ranspor t  ser iously  
l ike  very  few places  in  the  world  have done?  One place  that ' s  t ry ing 
now is  a  smal l  town nor th  of  us  cal led  New York,  and that ' s  what  you 
have to  do to  manage mil l ions  and mi l l ions  of  people  in  a  smal l  space .  
 F i rs t  of  a l l ,  the  resul ts  of  the  scenar ios  are  we have about  a  
doubl ing of  o i l  use .   We have about  a  quadrupl ing in  to ta l  energy,  not  
a  ten- tupl ing.   We have a  modest  increase  in  greenhouse  gas  emiss ions .   
The cars  are  smal l ,  safe  and s low,  and one of  the  precedents  for  that  i s  
the  popular i ty  of  two-wheelers  through most  of  the  res t  of  Southeast  
Asia .   So i t ' s  not  imposs ible  g iven when you have the  const ra in ts  they 
have.  
 You need r ight  pr ic ing;  you need congest ion pr ic ing;  you need to  
charge for  parking;  you have to  s top the  Par is -s ty le  parking that  i s  now 
f i l l ing up the  s idewalks  in  China .   And whi le  people  ta lk  about  China 
needing technology,  Americans  have the  most  eff ic ient  cars  in  the  
world .   That  i s  we use  the  leas t  fuel  per  ton mi le  because  we have the  
b iggest  cars .   What  China  doesn ' t  need is  big  cars  tha t  are  ef f ic ient .   I t  
needs  fuel -economic cars ,  and so  I  worry  when people  th ink about  
technology when the  i ssue i s  smal l  cars ,  safe  cars  and s low cars .  
 Above a l l ,  China  a lso  needs  a  rea l  concept  of  how to  do urban 
t ransport ,  and that  i s  what  has  emerged in  our  d iscuss ions  wi th  the  
leaders  of  Xi 'an  and Shanghai ,  par t icular ly  in  Xi 'an  where  we got  the  
members  of  the  People 's  Commit tee  to  f ight  amongst  themselves ,  and 
my ass is tant  was  f rom Singapore .   So I  got  k ind of  as  bes t  as  I  could .  
 We 've  never  seen that ,  and what  they were  bas ica l ly  saying is  we 
don ' t  know real ly  what  the  problem is .   We don ' t  know what  to  do.   At  
one  point  someone sa id  le t ' s  tear  down the  his tor ic  Wal l ;  that  wi l l  
so lve  our  problem.   And then everybody looked a t  h im in  kind of  



 

 

horror  because  that ' s  what  makes  Xi 'an  Xi 'an .   You could  a lso  plow 
over  the  Terracot ta  Warr iors .  
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 My view is  tha t  i t 's  not  too  la te  for  China to  change,  to  choose  
ra ther .   I f  you look a t  one  of  my graphs ,  China  has  the  car  ownership  
now,  roughly  where  we were  in  1920,  1925,  a t  ha l f  of  our  income.   
That ' s  because  cars  are  cheaper .   What  tha t  means  i s  they have 90 
years  of  our  exper ience  to  say here 's  where  that  path  goes .   They ' re  
ahead of  us ,  okay.  
 And i t ' s  not  my role  to  say  to  the  Chinese  author i t ies  here 's  what  
you must  do .   What  I  th ink I  have  to  do is  say  you must  choose .   Here 
are  some tools ;  here  are  some outcomes.   We can work these  th ings .   
That ' s  what  we 've  done.   And I  can that  the  leaders  of  Shanghai  and 
Xi 'an  rea l ly  look up and take  not ice  when they rea l ize  where  they ' re  
headed.  
 F inal ly ,  the  i ssue  of  ass is tance .   What  can the  U.S.  do?   Because  
we were ,  for  example ,  pr iv i leged to  br ief  the  head of  EPA las t  year  
before  h is  f i rs t  t r ip .   We don ' t  need to  suppor t  expor ts  of  energy-
intensive  vehic les .   We don ' t  need to  suppor t  expor ts  of  an  energy-
in tensive l i fes tyle  which says  something for  Wal-Mart  and things l ike  
that .  
 I  admire  the  fac t  tha t  Ikea  in  Shanghai  i s  r ight  by a  t rans i t  node 
r ight  downtown.   Okay.   What  we can do is  expor t  some of  our  bes t  
th inking that  our  munic ipal  areas  or  p lanning organizat ions  do.   We do 
have s takeholder  involvement ,  something you don ' t  have in  China .   We 
do have a  way of  looking a t  a l ternat ives  to  scenar ios  such as  the  ones  
that  I 've  shown today.   And we bel ieve  that  tha t  k ind of  work fol lowed 
by some real  money to  rea l ly  tes t  th ings ,  whether  i t ' s  vehic les  or  low 
energy/ low impact  t ransport  pa t terns  demonstra t ions ,  that ' s  the  k ind of  
a  th ing that  wi l l  show China ,  and in  a  funny way show us ,  what  k inds  
of  a l ternat ives  you real ly  have  because  i t ' s  not  too  la te ,  and I  th ink  
wi th  those  tools ,  the  Chinese wi l l  not  only  choose ,  but  they wi l l  choose 
wise ly .  
 Thank you.  
[The s ta tement  fo l lows:] 5   
 

PANEL III:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR SHEA:  Thank you very  much,  Dr .  
Schipper .   I 'm going to  defer  my quest ion and s tar t  off  wi th  Vice  
Chairman Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Yes .   I  have ,  I  suppose  I  
have two,  two quest ions .   One,  I  th ink they ' re  both  di rec ted a t  Mr.  
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Houser .   The f i rs t  i s  in  terms of  now being a  net  coal  importer ,  as  you 
ment ioned,  what  surrounding countr ies  that  ac tual ly  share  land border  
wi th  China  have coal  deposi ts  and coal  mines  that  the  Chinese  may be  
in teres ted  in  buying f rom,  us ing?   That ' s  the  f i rs t .   Go ahead and 
answer  that ,  and I ' l l  then ask the  other .  
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 MR.  HOUSER:  Fi rs t ,  I  want  to  qual i fy  th is  quest ion as  i t  got  a  
lo t  of  press  this  year  in  China  as  wel l  as  outs ide  of  China  when the  
country off ic ia l ly  became a  net  coal  impor ter  for  the  f i rs t  t ime.   I t ' s  
impor tant  to  qual i fy  the  scale ,  and we 're  ta lk ing about  2 .4  bi l l ion tons  
of  coal  consumed each year .   Tota l  impor ts  this  year  wi l l  maybe top a  
couple  hundred mil l ion tons .   So whi le  i t ' s   impact  i s  la rge  for  
Vietnam,  for  Austra l ia ,  for  the  surrounding countr ies  who are  going to  
se l l  coal  to  China;  i t ' s  not  a  fundamenta l  sh i f t  in  China 's  import  
dependency on coal  of  any s ignif icant  degree ,  and i t  won ' t  be  for  a  
number  of  years .  
 I t ' s  s igni f icant  i f  you ' re  Guangdong province  on the  coast  in  the  
south  and the  cost  of  de l ivered domest ic  coal  i s  l ike  $70 a  ton.   Then 
maybe you 're  going to  impor t  be t ter  than 50 percent  of  your  coal  f rom 
neighbor ing countr ies ,  but  for  the  country  as  a  whole  i t ' s  not  going to  
ter r ibly  s igni f icant .  
 As  for  the  countr ies  most  af fec ted:   i t  wi l l  be  Austra l ia ,  which is  
loaded up and ready to  go and ship  the i r  coal .   I t  wi l l  be  Vie tnam.   I t  
wi l l  be  Indonesia  and i t  wi l l  be  Mongol ia .   The Chinese  are  up in  
Mongol ia  every  weekend wi th  sui tcases  fu l l  of  cash t ry ing to  buy coal  
mines ,  and the  Mongol ians  sandwiched between Russ ia  and China  wi th  
no por t  ( though they do have a  Navy-- i t  s i t s  on a  lake-- i t ' s  one  f r igate  
that  s i t s  on a  lake wi th  an  admira l ) - - they ' re  a  l i t t le  wary based on thei r  
h is tory  of  becoming a  resource  supplying appendage to  thei r  southern  
neighbor ,  and are  eager  to  br ing in  European and U.S.  companies  as  a  
hedge agains t  tha t  inf luence.   They cal l  i t  a  " thi rd-neighbor  pol icy ."  
 VICE CHAIRMAN BLUMENTHAL:  That  quest ion on--  
 MR.  HOUSER:  Yes ,  sure .  
 VICE CHAIRMAN BLUMENTHAL:  On the  Mongol ian  quest ion,  
are  they s imply  af ra id  of  be ing a  resource  expor ter  through the  market  
or  are  they afra id  of  la rger  s t ra tegic  quest ions  regarding Chinese ,  pas t  
exper ience  wi th  China?  
 MR.  HOUSER:  Both .   They ' re  afra id  economical ly  of  having a  
captured market .   They know that  they don ' t  have  a  por t .   I t ' s  e i ther  got  
to  go through China  or  Russ ia .   The problem is  they ' re  sel l ing  coal  in to  
the  cheapest  par t  of  the  country  in  Inner  Mongol ia .   That 's  the  t rans i t  
route .   When I  ta lk  to  the  Mongol ians ,  they look a t  the  por t  pr ice  a t  
$60 a  ton,  and they ' re  get t ing f rom Shenhua maybe e ight ,  n ine  dol lars  a  
ton ,  and then Shenhua t rucks  i t  200 ki lometers  south  of  the  border  and 
se l l s  in to  the i r  d is t r ibut ion sys tem,  and the  Mongol ians  worry  that  



 

 

they ' re  get t ing  gouged because  they ' re  only  get t ing e ight ,  n ine  dol lars  
a  ton ,  but  the  mine  mouth  pr ice  in  Inner  Mongol ia  i s  only  $12 to  $15 a  
ton.   Two-thi rds  of  the  cost  of  coal  in  China  i s  t ransport  to  the  coas t .   
So they ' re  not  se l l ing  into a  par t icular ly  sweet  par t  of  the  Chinese 
market .  
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 So  they want  to  be  able  to  do more  downstream value  added,  
maybe do coal  convers ion,  do power .   They want  the  same thing for  the 
copper  mines  and for  the  gold  mines ,  to  keep as  much of  the  value  
ins ide  of  the  country  as  poss ible .   Then s t ra tegical ly ,  yes ,  they don ' t  
want  to  have a l l  of  the  b ig-- the  copper  mine,  the  Oyu Tolgoi  deposi t ,  
i t ' s  huge for  Mongol ia .   This  would  double  the  GDP of  the  country .   
Some of  the  coal  projects  are  of  s imi lar  scale ,  and so  to  have  that  only 
be  done wi th  Chinese  inves tment  i s  a  geopol i t ica l  concern for  
Mongol ia  as  wel l .  
 VICE CHAIRMAN BLUMENTHAL:  I  don ' t  know how much t ime 
I 've  got  lef t .  
 HEARING COCHAIR SHEA:  You 've  got  a  minute  lef t .  
 VICE CHAIRMAN BLUMENTHAL:  Okay.   You seem skept ica l  
about  moving the  power  sector  away f rom coal  to  some of  the  o ther  
th ings  we 've  heard  in  ear l ier  tes t imony.   You ment ioned hydro and the  
problems and expense  wi th that .   What  about  the  nuclear  plans  that  
we 've  heard  about?  
 MR.  HOUSER:  Sure ,  there ' s  p lans  to  bui ld  30 gigs  of  new 
nuclear  capaci ty  between now and 2020.   And i t ' s  poss ible  that  i t  could  
happen.   Those  are  ambi t ious  p lans .   They wi l l  account  for  maybe 30,  
40 percent  of  the  g lobal  nuclear  bui ld-out  dur ing that  per iod,  so  i f  
you ' re  a  West inghouse  or  you ' re  a  GE or  you ' re  Siemens,  i t ' s  very  
important  to  you as  a  market .  
 But  even a t  30 gigawat ts  of  new const ruct ion,  i f  we get  to  40 
gigawat ts  of  nuclear  capaci ty  in  2020,  that ' s  going to  be  three  percent  
of  to ta l  ins ta l led  capaci ty .   So the  bui ld-up wi l l  be  mass ive ,  but  i t s  
abi l i ty  to  make a  dent  in  the  to ta l  power  p ic ture  i s  pre t ty  smal l .  
 VICE CHAIRMAN BLUMENTHAL:  So why do i t?   Do you th ink 
these  plans  are  going to  be  carr ied  out?  
 MR.  HOUSER:  Yes ,  absolute ly ,  because  they ' re  going to  be  done 
in  coasta l  provinces  where  del ivered coal  i s  par t icular ly  expensive ,  
more  in  Guangdong,  more  in  Fuj ian ,  a long the  coas t  where  the  pr ice  of  
coal  i s  $60,  $70 a  ton .   They 're  impor tant  for  those  areas .   As  par t  of  
the  nat ional  pic ture ,  i t ' s  less  s igni f icant .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 HEARING COCHAIR SHEA:  Thank you.   I ' l l  ask  a  quest ion.   In  
your  prepared document  wi th  Dan Rosen,  and you ment ioned i t  in  your  
tes t imony,  that  heavy indust ry  is  the  main  source  for  energy demand in  
China as  opposed to  res ident ia l ,  commercia l  t ranspor ta t ion.   That ' s  



 

 

because  China 's  has  an  export - led  economy,  I  imagine .  
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 MR.  HOUSER:  Not  exact ly .   I f  you look a t  s tee l ,  so  China  
produces  35 percent  of  the  wor ld 's  s tee l ,  460 mil l ion  tons  las t  year .   
That ' s  up  f rom 12 percent  of  g lobal  s tee l  only  ten  years  ago.   90  
percent  of  i t  i s  consumed domest ica l ly .   Expor ts  are  only  ten  percent  
of  China 's  to ta l  s tee l  consumpt ion;  r ight .   I t ' s  laying the  infras t ructure  
that ’s  bui ld ing China 's  c i t ies ,  China 's  fac tor ies .   Now,  i t ' s  fac i l i ta t ing  
expor ts  of  o ther  goods ,  of  l ighter  indust ry  goods ,  but  tha t  s tee l  i s  not  
a l l  loaded on to  a  ship  and sent  out  around the  world .   I t ' s  most ly  for  
domest ic  consumpt ion.   The same would be  t rue  of  cement  and glass .  
 HEARING COCHAIR SHEA:  Wil l  the  energy resource  mix 
change i f  what  we want ,  which is  more  consumption in  China ,  ar r ives?   
What  wi l l  be  the  effec t  of  the  resource  mix i f  we get  more  consumpt ion 
in  China?  
 MR.  HOUSER:  Ideal ly .   What  we th ink makes  opt imal  sense  for  
China  f rom an economic s tandpoint  i s  that ,  i f  you need to  create  25 
mi l l ion  new jobs  a  year ,  and you ' re  a  densely popula ted  country and 
don ' t  have  a  lo t  of  resources  comparat ively ,  i t  doesn ' t  make a  lo t  of  
sense  for  you to  be  50 percent  of  g lobal  cement  product ion and 35 
percent  of  g lobal  s tee l  product ion.  
 S tee l  doesn ' t  employ a  lo t  of  people .   Doing s teel  in  densely  
popula ted areas  has  a  h igh environmental  cos t .   And so  i f  tha t  capi ta l  
was  redi rec ted in to  services ,  in to more  labor  in tens ive  indust ry ,  the  
s tuff  where  China  has  more  of  a  comparat ive  advantage ,  we think that  
that  would  be  net  posi t ive  for  economic growth.  
 But  l ike  I  sa id  in the  tes t imony,  i f  those  environmental  cos ts  
come to  bear  in  a  way that  makes  Chinese  f i rms uncompet i t ive ,  and i f  
i t  happens  a t  a  cr is is  point ,  then i t ' s  going to  be  a  negat ive  for  growth 
for  as  a  whole .  
 In  terms of  energy consumpt ion,  a  rebalancing of  growth towards  
consumpt ion led/services- led  growth would be  posi t ive  for  energy 
demand.   We 'd  see  a  reduct ion in  energy demand coming f rom that  type  
of  rebalancing in  the  shor t  te rm.   Now in the  long term,  the  
consumpt ion- led  future ,  when we have Chinese  a t  ten  to  15,000 per  
capi ta  GDP,  that  br ings  wi th i t  i t s  own problems.    
 But  tha t  type  of  demand isn ' t  as  vola t i le  as  the  investment- led  
demand,  and there 's  ways  now some of  the  work that  EMBARQ does  to  
get  ahead of  tha t  curve  to  t ry  to  reduce  the  impact  of  tha t  consumpt ion 
led  future .   
 DR.  SCHIPPER:   I  think the word "volat i l i ty"  i s  par t ly  correc t .   
One of  the  th ings  you do see i s  consumers '  abi l i ty  to  change how they 
move around in  th is  country  quickly .   In  spi te  of  what  people  say,  our  
o i l  consumpt ion for  gasol ine  i s  off  f rom where  we were  headed before  
the  pr ices  s tar ted  to  go up in  2002,  and even in  the  las t  few years ,  I  



 

 

th ink people  wi th  two cars  have swi tched.  
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 Now most  Chinese  have no cars  and so  what  we 're  fac ing now is  
the  beginning of  a  car  market .  People are  going to  dr ive  k ind of  a lmost  
a t  any pr ice .   But  we see  the  emergence of  a  smal l  car  market  and what  
I  was  saying is  perhaps  even a  mini -car  market .   On the  appl iance  s ide ,  
some of  the  work from my former  col leagues a t  Lawrence  Berkeley  Lab 
helped the  Chinese develop appl iance  eff ic iency s tandards  somewhat  
l ike  ours ,  somewhat  modeled l ike  ours ,  which means  that  now you have 
very  ef f ic ient  a i r -condi t ioners .  
 When I  f i rs t  went  to  China,  a  pr ivate  c i t izen  could  not  own an 
a i r -condi t ioner ,  and I  was  in  a  gues t  house  that  had one,  and I  was  
ra ther  surpr ised .  
 In  the case  of  t ransport ,  what  I  think I  t r ied  to  emphasize i s  tha t  
the  c lock is  t icking quickly.   As  China 's  jo int  ventures ,  China-only 
companies  are  quickly  gi rding up to  bui ld  real ly  wor ld-class  cars ,  and 
the more  that  a  c i ty  l ike  Bei j ing  keeps  adding r ing-roads ,  the  harder  i t  
i s  then to  say ,  okay,  le t ' s  a l l  move back in to  a  s l ight ly  di fferent  way of  
organizing our  homes.   This  i s  par t icular ly  evident  in  the par t  of  
Shanghai  tha t  I  ment ioned,  Pudong,  which again  is  brand new.  
 I t  can  be  spread out  and sprawling,  but  once  you do that ,  people  
are  far  f rom the  metro  s top.   Those  of  us  who know how to  go f rom the  
Maglev there  to  the  metro  and then get  to  town are  sor t  of  pr ivi leged,  
but  most  of  Pudong won ' t  be  near  one  of  those  l ines .   We've  ta lked to  
the  Shanghaians  about  bus  rapid  t rans i t ,  and I  th ink i t ' s  fa i r  to  say we 
convinced them they can ' t  solve  the i r  problem wi th  the metro  a lone--
buses ,  but  rea l  bus  pr ior i ty .  
 One of  the  pic tures  that  I  have  shows nine  buses  l ined up in  
downtown Shanghai ,  and what  i s  rea l ly  scary  is  not  only  are  they s tuck 
in  t raf f ic ,  but  most  of  the  people  bicycl ing or  r id ing two-wheelers  next  
to  them have heavy loads  including propane cyl inders .   That ' s  not  safe .  
 And saying to  China  the  more  you keep th is  pat tern  going,  the  
less  f lexible  your  consumers  wi l l  be ,  so  in  a  sense ,  they wi l l  become 
less  vola t i le ,  and then you have the  same problems in  China  that  you 
might  have here  where  you have t ruck dr ivers  angry over  the  cos t  of  
fuel  and s tuff  l ike  that .   So i t ' s  hard  for  Chinese  to  envis ion today th is  
problem,  but  i t ' s  going to  come.  
 HEARING COCHAIR SHEA:  Thank you,  Doctor .  Commiss ioner  
Reinsch.  
 COMMISSIONER REINSCH:  Let  me s tar t  wi th  Mr.  Houser  and  
then i f  I  have  t ime go to  a  ques t ion for  Dr .  Schipper  or  we ' l l  do  
another  round hopeful ly .  
 I  want  to  pick  up on your  las t  sequence,  the  las t  exchange wi th 
Commiss ioner  Shea .   I t  seems to  me f rom your  tes t imony--and that  of  
o thers  a lso-- that  you ' re  suggest ing that  they are  where  they are  in  



 

 

te rms of  indust r ia l  product ion in  par t  because  of  def ic iencies  in  the 
market  sys tem,  and through other  tes t imony we 've  had,  government  
subsidies  and effor ts  to  d i rec t  product ion in  cer ta in  di rect ions .   You 've  
ta lked about  the  need to  rebalance ,  and I  don ' t  th ink there  i s  a  lo t  of  
d isagreement  about  tha t ,  probably  not  even on thei r  par t .  
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 My quest ion in  general  i s  how do you get  there  and do you get  
there  in  a  way that ' s  consis tent  wi th  market  pr inciples  or  do you get  
there  essent ia l ly  by asking or  expect ing the  government  to  expl ic i t ly  
reverse  course  and mandate  product ion or  provide  incent ives  in  other  
d i rect ions?  
 I t ' s  not  c lear  f rom what  you sa id  that  rebalancing can be  
achieved s imply  by t ry ing to  in tegra te  rea l  market  pr inciples  and 
market -based incent ives  and costs  in to  the  system or  whether  i t  can 
only  be  achieved by the  government  saying,  a l l  r ight ,  we ' re  going to  
s top  invest ing  in  s tee l  and we 're  going to  s tar t  invest ing in  services .  
 MR.  HOUSER:  I  th ink that  for  us  the  quest ion,  the  research 
ques t ion,  was  f i rs t  you have to  know how did  we get  here ,  and that  
helps  you f igure  out  how do you unwind i t .   Was i t  na t ional  aspira t ion 
for  China to  be  producing 35 percent  of  the  world 's  s tee l  and 28 
percent  of  world 's  a luminum or  was  i t  companies  responding to  
economic incent ives?  
 What  we found was  most ly  that  i t ' s  the  la t ter ,  that  when given 
the  pr ice  of  environmenta l  compl iance,  g iven the  pr ice  of  land,  g iven 
the  pr ice  of  lending,  i t 's  prof i table  to  do  s tee l  in  China  and companies  
rush in ,  and actual ly  for  four  years  now,  we 've  seen Bei j ing t ry  to  
consol idate  the  s tee l  indust ry  and re in  in  product ion and have been 
somewhat  ineffect ive  in  doing that .  
 The number  of  s tee l  enterpr ises  today is  7 ,000,  up f rom four  
years  ago-- there  were  about  3 ,500 s tee l  companies--despi te  Bei j ing 's  
ins is tence  on consol idat ion,  on s lowing growth,  on adminis t ra t ive  
guidance to  banks   to  s top lending to  heavy indust ry  by t ry ing to  ra ise  
the  energy pr ice  for  energy- intens ive  indust r ies ,  by ins t i tu t ing expor t  
l icenses .  
 There 's  a  number  of  s teps  Bei j ing--  
 COMMISSIONER REINSCH:  Wel l ,  i f  a l l  those  th ings  have  
fa i led ,  what  should  they do ins tead?  
 MR.  HOUSER:  Finance reform.   Because  a t  the  end of  the  day,  
th is  i s  the  chal lenge.   When Bei j ing gets  scared—about  the  di rect ion 
the  economy is  heading they reach for  the  toolki t  that  they ' re  most  
comfor table  wi th ,  which is  the  adminis t ra t ive  toolki t .   That  toolki t  i s  
less  and less  sui ted  for  the  economy China f inds  i t se l f  wi th  today.  
 So jus t  throwing on some expor t  tar i f fs ,  or  put t ing a  morator ium 
on lending,  i t ' s  a  b lunt  ins t rument  to  use .   Real  reform in  the  f inance  
sector ,  a l lowing in teres t  ra te  compet i t ion ,  a l lowing/encouraging banks  



 

 

to  lend to  the pr ivate  sector  as  wel l  as  the  publ ic  sec tor ,  there 's  some 
encouraging s teps  on th is  f ront .  
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 Sul fur  control  i s  probably  the  most  encouraging example  of  
where  market -or iented environmenta l  compl iance  tools  have  been used 
wi th  some success .  I 'm sorry--you have a  quest ion on that .  
 COMMISSIONER REINSCH:  Let  me in ter rupt  i f  you don ' t  mind.  
 MR.  HOUSER:  Sure .  
 COMMISSIONER REINSCH:  Because  I  see  the  yel low l ight .   
Let  me jus t  ask  Dr .  Schipper ,  on  that  same point ,  i s  that  a lso  the  
answer  to  thei r  t ranspor ta t ion problems,  market  pr incip les?  
 DR.  SCHIPPER:  You saw me wr i te  down toolki t .   I t  doesn ' t  
necessar i ly  exis t  for  t ranspor t .   I  th ink s t rong fuel  taxes ,  bas ing the  
taxes  on a  vehic le  and how much you use  i t  and what  i t  cos ts  to  park  i t ,  
congest ion pr ic ing which Shanghai  i s  ext remely  interes ted  in .   Market  
forces  don ' t  so lve  a l l  the  problems,  but  they def ine things  in  terms of  
what  you need or  don ' t  need to  do,  what  costs  and what  doesn ' t  cos t .  
 I f  you th ink about  Xi 'an ,  there  are  16 gates  to  Xi 'an ,  holes  
burrowed in  th is  wal l  where  we can dr ive  through.   I t ' s  k ind of  the  
easies t  p lace  in  the  ent i re  wor ld .   There  are  no natural  p laces  in  
London other  than the  r iver .   But  in Xi 'an ,  you 've  got  the  perfect  p lace  
to  t ry  congest ion pr ic ing.  
 On the  other  hand,  and we had two chapters  in  the  book that  ta lk  
about  th is ,  wi th  no exper ience  in  doing th is  a t  a l l ,  Chinese  economis ts  
are  learning about  the  theory of  the  environment  in  economics  and 
s tuff  l ike  that .   But  then what  happens  when you go to  the  People 's  
Commit tee  and you say we should  charge  for  congest ion pr ic ing,  
another  impor tant  member  says ,  ah ,  but  the  automobi le  i s  a  p i l la r  of  
economic growth,  so  we can ' t  of fend i t .  
 That  was  what  somebody who could  be  a  vendor  for  congest ion 
pr ic ing equipment  sa id  was  h is  company 's  fear  working in  China .   So,  
in  o ther  words ,  the  market  s t imul i  are  so  impor tant ,  and yet  somebody 
has  to  say  I  want  th is  to  be ref lected in  this  pr ice ,  and someone e lse  
wi l l  say ,  as  we do again  here ,  but  that ' s  agains t  me.  
 I  th ink one of  the  th ings  we can do wi th  our  Chinese  col leagues  
i s  learn  how to  do this  on both  s ides  because  we 're  not  perfect  and 
they ' re  far  f rom perfect ,  but  I  think wi thout  that ,  you ' l l  have s imply  
more  cows.  
 HEARING COCHAIR SHEA:  Thank you,  Dr .  Schipper .   We 've  
got  to  move on to  the  next  quest ion.   Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  I  would  l ike  to  thank a l l  three  of  
you.   You 've  provided such great  succ inct  and complete  informat ion in  
such a  shor t  per iod of  t ime.   To say that  the  sus ta inable  development  
problems in  China  are  a  daunt ing chal lenge is  probably  an 
unders ta tement ,  and I  th ink we 've  had a  rea l ly  good handle  on how 



 

 

these  i ssues  af fec t  our  environment  here  today which we 've  discussed 
nat ional  secur i ty  and economic secur i ty  in  the  pas t .   I 'm sure  you heard  
some of  the  tes t imony about  the  par t icula te  mat ter  coming over  here .  
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 I  have a  quick quest ion wi th  a  fo l low-up.  The quick quest ion is  
now that  China i s  a  net  importer  of  coal ,  how much of  that  coal  comes  
f rom the  U.S.  percentage-wise?  
 MR.  HOUSER:  I  guess  that ' s  probably  to  me.   I  would guess  
a lmost  none of  i t  comes f rom the  U.S.  
 COMMISSIONER HOUSTON:  Almost  none of  i t?  
 MR.  HOUSER:  Yes .   The bigger  chal lenge for  coal  markets  was 
China  exi t ing  the  market  as  an  exporter .   China  was  the  second- larges t  
coal  provider  in  Asia  up unt i l  recent ly  and has  bas ica l ly  exi ted  the  
Asian coal  market  over  the  pas t  four  years  and become an impor ter .   So  
i t  has  a  b ig  impact  in  Indonesia ,  Aust ra l ia .   I  would  doubt  any U.S.  
coal  makes  i t  to  China .   I t ' s  poss ible  a  couple  boats  do,  but  very  l i t t le .  
 COMMISSIONER HOUSTON:  Okay.   So going to  the  next  s tep ,  
i t  seems to  me f rom what  we 've  heard  today in  par t icular  that  i t  i s  in  
our  nat ional  best  interes ts  f rom an envi ronmenta l  perspect ive  to  
encourage China  to  fo l low the  course  to  o ther  sor ts  of  energy that  are  
c leaner ,  tha t  don ' t  come blowing over  to  our  country .  
 But  again,  China  appears  to  be  s tuck in  th is  paradigm of  coal  
dependency,  a t  leas t  in  the  shor t  te rm.   Do any of  the  three  of  you see  
any poss ibi l i ty  of  China  saying to  i tse l f ,  maybe we need to  put  the  
brakes  on for  awhi le?   Maybe we need to  s low the  growth.   Maybe we 
need to  cut  back a  l i t t le  b i t  on  the  development- -based pure ly  on--not  
pure ly ,  but  for  the  sake  of  th is  panel- -on environmental  concerns  or  on 
any energy demand,  that  some of  the  numbers  you gave out  th is  
morning were  s tar t l ing ,  and one wonders  i f  they are  th inking to 
themselves  we can ' t  sus ta in  th is ,  so  now what  do we do?  
 Mr.  Rahim,  do you want  to  s tar t?  
 MR.  RAHIM:  Yes.   I  think there 's  a l ready a  sense  of  tha t  to  
some degree  in  China,  but  I  th ink you ' re  deal ing wi th  compet ing forces  
here .   On the  one hand,  you have to  grow above a  cer ta in  percentage to  
absorb  the  new entrants  in  the  labor  force .   I  th ink the  number  was  25 
mi l l ion,  but  i t ' s  a  mass ive  number .   In  order  to  do that ,  you have  to  
keep a t  least  I 'd  say  a  seven percent  growth ra te  jus t  to  absorb those  
new entrants .  
 On the  o ther  hand,  as  you ment ioned,  there  are  these  huge and 
r is ing environmental  and energy costs .   And the  view then rea l ly  i s ,  we 
do need to  moderate  a t  least  the  high end of  tha t  growth,  and so  we 're  
seeing some of  the  measures  that  they 've  t r ied  to  take ,  ra is ing the  
lending ra tes  and other  s teps .   They haven ' t  proved effect ive ,  market  
forces  are  dr iv ing the  expansion.   
 I  th ink a t  some point  you are  going to  s tar t  to  see  that  you can ' t  



 

 

grow expor ts  a t  30 percent  a  year  indef in i te ly .   There  isn ' t  enough 
capaci ty  in  the  wor ld  to  absorb  that  level  of  expor ts .   So I  th ink there  
wi l l  be  some s lowing down eventual ly .  
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 The quest ion rea l ly  on energy,  I  think they have  s tar ted  to  take 
s teps  in  terms of  ef f ic iency,  and they have se t  very  c lear  goals  as  par t  
of  the  Five-Year  Plan.   How successful  they ' re  going to  be  in  
implement ing that  I  th ink is  an  open quest ion.   But  there  i s  that  
recogni t ion there .   I t ' s  jus t  how do you go about  doing i t .  
 COMMISSIONER HOUSTON:   Dr .  Schipper .  
 DR.  SCHIPPER:  Yes ,  on  two accounts .   One,  the  urban a i r  
pol lu t ion problem is  increas ingly  one of  t ranspor ta t ion.   Even i f  the  
cars  are  re la t ively  c lean unleaded fuel ,  the  sheer  r i se  in  the  numbers  
and the  amount  of  t raf f ic  means  a i r  i s  not  rea l ly  get t ing c leaner .  
 The second is  what  I  sa id  about  t ranspor t .  I f  c i t ies  can ' t  move,  
we ' re  told that  the  mayor  of  Kunming was  f i red  because  the  head of  the  
People 's  Commit tee  there  was  s tuck in  t raf f ic  and missed an important  
meet ing.  
 You can ' t  c rea te  some th ings  i f  you keep running in to  a  wal l  
harder  and harder .   My reading of  our  Chinese  contacts  i s  they see  
these  problems and they hear  s t ree t  protes ts  about  the  bad a i r  and 
about  the  bad fuel  and above a l l  about  the  bad t raff ic .   But  we hear  
that  in  th is  country ,  too ,  and i t  takes  a  long t ime,  even in  a  democracy,  
to  rea l ly  change th ings  when you ' re  going a t  such high speed.  
 The gent lemen on both  s ides  of  me probably  can te l l  you bet ter  
how long i t  takes  to  react .   I  th ink that ' s  the  uncer ta in ly ,  i s  not  do they 
know i t ;  i t ' s  how quickly  can they change course  wi thout  r i sking thei r  
pol i t ica l  careers  and some kind of  economic disrupt ion? 
 MR.  HOUSER:  Yes ,  I 'd  agree .   I t ' s  a  growing issue .   I t ' s  jus t  a  
mat ter  of  t iming.   Bei j ing can deal  wi th  i t  now and i t  doesn ' t  have to  
be  a  choice  between growth and envi ronment .   I t  can be  posi t ive  for  
both .   I f  the  bal l  i s  k icked down the  road ten  years  before  ser ious  
ac t ion is  taken,  then the opt ions  are  going to  be  much less  
economical ly  benign.  
 HEARING COCHAIR SHEA:  Thank you.  
 COMMISSIONER HOUSTON:  Thank you very  much.   
Apprecia te  that .  
 HEARING COCHAIR SHEA:  Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  My quest ion was  par t ia l ly  deal t  
wi th .   My quest ion rea l ly  was  how much t ime do they have to  make 
thei r  choices  before  dramat ic  th ings happen.   You made reference  to  
middle  c lass  res is tance a long the  coasta l  areas  or  what  not .  
 The res is tance  that  we read about  seems not  to  be  coming f rom 
the  middle  c lass  but  ra ther  protests  by people  who l ive  in  places  that  
have been envi ronmenta l ly  degraded ext remely ,  ac tual ly  people  



 

 

probably  working in  the  indust r ia l  enterpr ises  that  are  doing the  
pol lu t ing.  
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 So  the  pol i t ics  and the  economics  and the  envi ronmental  nexus  
seems to  me to  shor ten  the t ime that  they have to  make real  ser ious 
choices .   Anybody disagree;  agree?   You 're  shaking your  head both  
ways ,  Dr .  Schipper .   You agree  to  d isagree?  
 MR.  RAHIM:  Yes .   I  th ink you are  seeing real  ef fec ts  today in  
terms of  the  environment ,  in  terms of  the  amount  of  arable  land 
affec ted  by acid ra in ,  these  types  of  th ings ,  the  number  of  work days  
lost  to  pol lut ion ,  a l l  that .   Again,  these  aren ' t  costs  that  are  going to  
br ing the  economy to  a  gr inding hal t  today,  but  i t  i s  a  ques t ion of  cos t  
down the  l ine .  
 Right  now you have an oppor tuni ty  to  put  tha t  framework in  
p lace ,  as  Dr .  Schipper  ta lked about .   I f  you wai t  and you delay that ,  
then the  cos ts  r i se  exponent ia l ly ,  the  far ther  you delay those  decis ions .  
 COMMISSIONER FIEDLER:  The economic  or  the  pol i t ica l  
costs?  
 MR.  RAHIM:  Actual ly  both ,  I  would  argue,  because  I  th ink 
they ' re  inter l inked.  
 DR.  SCHIPPER:  Think of  i t  th is  way.   In  1984,  LA kind of  shut  
i t s  t raf f ic  down a  l i t t le  when we had the  Olympics .   Now they say that  
i f  Bei j ing shuts  i t s  t ra f f ic  down,  that  wi l l  cause  a  g lobal  recess ion.   I  
don ' t  th ink they ' re  going to  get  through the  Olympics  smoothly .  
 Shanghai ,  on  the  other  hand,  wi th  Expo 2010,  wi th  more  to ta l  
people  spread out ,  i s  taking I  think a  much more  phased at t i tude  
towards  how do we get  through th is  and how do we get  through th is  so  
that  the  t ranspor t  sys tem we have ready in  2010 is  a lso  good for  us  in  
2015 and 2020?  
 So I  th ink we have two tes ts  coming up,  but  you s t i l l  see  mayors  
a t  meet ings  bragging about  how many overpasses  they bui l t  ra ther  than 
bragging how many people  an  hour  they can move across  a  r iver  or  
under  a  r iver ,  and so  the  t ime is  s t i l l  t icking away.  
 MR.  HOUSER:  I  ac tual ly  have become over  the  pas t  year  a  l i t t le  
b i t  less  pessimis t ic  about  abi l i ty  to  deal  wi th  the  immedia te  
environmenta l  problems,  tha t  be ing a i r  and water  pol lu t ion before  they 
reach a  cr is i s  point .   There 's  been some encouraging s teps  on sul fur  
control  by power  plants  us ing market  mechanisms that  make i t  
economic  to  put  in  f lue  gas  de-sul fur iza t ion and most  new power  p lants  
bui l t  today are  doing that .  
 The marginal  cos ts  of  control l ing th ings  l ike  par t icula te  and 
sul fur  through end-of-pipe  solut ions  i sn ' t  so  great ,  and I  th ink that  you 
can take  those  s teps  wi thout  a  s igni f icant ly  impact ing growth.   Now 
that  doesn ' t  reduce overa l l  energy demand s ignif icant ly .   In  fac t ,  in 
some cases  i t  increases  and i t  does  nothing for  carbon dioxide .   But  in  



 

 

te rms of   the  immediate  chal lenges  to  China  of  the  a i r  tha t  you can ' t  
see  through and the  pol luted water ,  I  th ink that  they can ac tual ly  take 
fa i r ly  reasonable  s teps  to  deal  wi th that  and are  beginning to  do so .  
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 DR.  SCHIPPER:  I f  I  can jus t  add,  China  s tar ted  to  take  i t s  lead 
out  of  gasol ine  a t  roughly  a  th i rd  of  the  per  capi ta  income that  we had 
when we put  lead in to  gasol ine .   So,  again ,  you see  th is  te lescoping in  
t ime where  they ' re  ac tual ly  doing th ings sooner .   Even i f  i t  comes  af ter  
us  in  t ime,  i t  comes  ear l ier  in  development .   The key issue  for  a l l  of  
th is  i s  enforcement ,  i s  moni tor ing.   The Chinese  don ' t  have good road 
s ta t i s t ics .  
 They don ' t  have a  lo t  of  the  numbers  that  we get  constant ly .   I 'm 
not  advocat ing jus t  count ing;  they a lso  need help  in  learning how to  
moni tor ,  how to  enforce ,  how to  do th ings  in  an  equi table  way.   So that  
you don ' t  ge t  in  pr inciple  very  c lean fuel ,  very  c lean new vehic les ,  and 
people  obeying the  speed l imi t ,  but  in  the  real  wor ld,  a  tota l ly 
d i f ferent  world .   That ' s  what  I  unfor tunate ly s t i l l  tend to  see .  
 HEARING COCHAIR SHEA:  Thank you.   Commiss ioner  
Videnieks .  
 HEARING COCHAIR VIDENIEKS:   A quest ion pr imar i ly  for  Mr.  
Houser .   We heard  pr ior  tes t imony that  pol lu t ion costs  are  e ight  to  13 
percent  of  GDP,  how would this  f igure  into  the  net  GDP growth of  ten 
percent  over  the  pas t  decade,  whatever?   Does that  ne t  out  to  a  much 
smal ler  number  then?   And a lso ,  i s  i t  a  cumulat ive  t ime bomb?  As  
GDP grows,  the  12 or  13,  le t ' s  say  ten  percent ,  whatever  was  the  
greater  number ,  i t ' s  got  a  geometr ic  progress ion,  and how ser ious  a  
problem,  f rom a  t ime bomb pint  of  v iew,  would  this  be?   Can we 
quant i fy  how ser ious  a  problem th is  rea l ly  i s?  
 MR.  HOUSER:  I t ' s  a  chal lenge to  quant i fy .  The World  Bank and 
the  U.N.  have been t ry ing to  develop a  green GDP metr ic  for  a  long 
t ime and have had t rouble  doing i t ,  and the  Chinese  have  been t ry ing to  
do i t  for  the  pas t  f ive ,  s ix  years ,  and have had t rouble  doing i t .   I t  
depends  on the  approach.   f  you jus t  do a  resource  account ing,  looking 
a t  how much coal  you 've  taken out  of  the  ground,  how many fores ts  
you 've  cut  down and score  that  agains t  GDP,  that ' s  fa i r ly  easy,  but  to  
quant i fy  the  cos ts  of  a i r  pol lu t ion and water  pol lu t ion on the  economy 
is  tougher .   
 Some es t imates  we 've  t r ied to  do these  numbers ;  o ther  people  
have too--put  the  number  a t  anywhere  between f ive  and ten  percent  of  
GDP.   
 Now,  is  that  a  t icking t ime bomb?  Not  necessar i ly .   We don ' t  
account  for  green GDP in  this  country.   I f  there 's  an  o i l  sp i l l ,  a l l  of  the  
people  who go and c lean up that  o i l  a re  net  pos i t ive  for  GDP.   The 
wages  going to  o i l  spi l l  workers  are  posi t ive  for  GDP.   So is  that  
unsustainable  in  the  U.S.?   Not  necessar i ly  in  te rms of  a  ca lculat ion .   I  



 

 

don ' t  th ink that  i t  accumulates  in  that  way.  
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 Things  l ike ,  on the  other  hand,  the  problems that  get  bui l t  in  that  
are  tougher  to  deal  wi th are  the  consumpt ion-or iented problems that  
Dr .  Schipper  ta lks  about  of  how i f  you don ' t  account  for  the  cos t  of  the  
pol lu t ion  in  bui lding that  off ice  bui ld ing or  conduct ing urban planning 
now,  then the  abi l i ty  to  change course  la ter  on is  much more  di f f icul t .  
 HEARING COCHAIR VIDENIEKS:   Is  e ight  to  13 a  high 
number ,  as  a  cos t  of  pol lu t ion  both  of thei r  GDP and is  th is  going to  be  
a  constant  percentage  as  the i r  GDP increases  I  guess  i s  the  ques t ion?   
Is  th is  postponed cost  or- -  
 DR.  SCHIPPER:  This  i s  the  y in  and the  yang of  th is  k ind of  
account ing,  and I  subscr ibe  to  this  approach.   On the  one  hand,  the  
average  new s tee l  mi l l ,  the  average  new home,  the  average  new car ,  the  
average new water  pur i f ica t ion plant  means  th ings are  c leaner .   But  a t  
the  same t ime,  you ' re  cramming more and more  ac t iv i ty  per  capi ta  and 
more  and more  capi ta  into  smal ler  and smal ler  space ,  preferent ia l ly  the  
eastern  coas ta l  zone.  
 So i t ' s  k ind of  a  race ,  and I  don ' t  know whether  anybody has  
real ly  done a  careful  calcula t ion  about  the  sca l ing  of  th ings .   I  do  
know that  my World  Bank f r iends ,  the  BBC,  you jus t  see  these  
n ightmare  scenes  today in  many c i t ies ,  and you th ink those  are  50 
years  ago i f  you look a t  the  numbers ,  and i t ' s  not  get t ing  bet ter ;  i t ' s  
ge t t ing worse .  
 A few places  l ike  Shanghai  rea l ly  want  to  be  c lean and have sa id  
that  and have rea l ly  worked a t  i t .   And the  quest ion is  how much that  
can  be  a  model?   Shanghai  i s  not  far  f rom the  water .   I t  has  
geographical  advantages ,  but  I  th ink that ' s  the  case  of  how 
t ransparency on the  pol i t ica l  s ide  can become a  pressure  in  i t se l f  to  
make the  world  c leaner  in  Chinese  c i t ies .  
 MR.  RAHIM:  Yes ,  I  would  say tha t  e ight  to  13 i s  a  h igh number ,  
and I  don ' t  th ink i t  i s  cumulat ive  for  prec ise ly  th is  reason,  that  there 
are  new cleaner  technologies  and there  are  s teps  being taken to  address  
tha t .   So I  don ' t  th ink the  re la t ive  percentage is  going to  increase ,  but  I  
worry  that  i t  i s  going to  s tay  s table  to  some degree  for  awhi le  as  you 
do get  larger  growth and you do get  some of  these  other  i ssues  be ing 
exacerbated.   So I  would  take  i t  as  sor t  of  net  out .    
 HEARING COCHAIR SHEA:  Thank you.    
 HEARING COCHAIR VIDENIEKS:   Thank you.  
 HEARING COCHAIR SHEA:  Madam Chair .  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you to  a l l  of  our  wi tnesses .   One of  the  benef i ts  of  serving on th is  
Commiss ion is  we get  the  oppor tuni ty  to  p ick the  bra ins  of  some very  
ta lented,  in te l l igent  and creat ive  people .   So i t ' s  a  great  oppor tuni ty  
for  us .  



 

 

 I 'm not  sure  tha t  my ques t ion is  going to  be  very  c lear .   I 'm 
s t ruggl ing a  l i t t le  bi t  wi th  the  cont radic t ions  that  are  inherent  in  a  lo t  
of  what  you say.   Mr.  Houser ,  for  example  the  point  you made about  
how heavy indust ry  doesn ' t  provide  jobs ,  i t  uses  a  lo t  of  energy,  and 
yet  i f  you look a t  the  11th  Five-Year  Plan,  some of  the  p i l lars  of  
development ,  th ings  l ike  the  avia t ion indust ry ,  are  th ings that  are  very  
dependent  on heavy indust ry .  
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 How does  the  Chinese  government  reconci le  sor t  of  compet ing,  
conf l ic t ing demands in  there?   I t ' s  sor t  of  a  t ipping point  tha t  we ' re  
ta lk ing about  wi th  a l l  of  your  tes t imony.   Where  i s  i t  tha t  the  decis ion 
is  be ing made that  the  environmenta l  qual i ty  i s  more  important  than 
what  for  us  might  not  seem a  ra t ional  decis ion to  fund a l l  of  these  s tee l  
mi l l s  and doesn ' t  seem ra t ional  i f  i t ' s  not  employing a  lot  of  people  and 
is  us ing a  lo t  of  energy?  How is  i t  the  decis ions  are  being made?  
That 's  one  quest ion.  
 Dr .  Schipper ,  I  was  real ly  s t ruck l i s tening to  you about  
essent ia l ly  t ry ing to  say to  people  learn  f rom our  mis takes  and yet ,  
wr i t  la rge,  i t  seems to  me of ten when we say learn f rom our  mis takes ,  
the  response  back is  you ' re  jus t  t ry ing to  impede our  development .   
How do you deal  wi th  that  in  a  conversat ion and why is  Shanghai  being 
more  successful  or  more  in terested  in  th is  than Bei j ing?   So sor t  of  the  
quest ion for  a l l  of  you.   I t ' s  a  basket  of  i ssues  here .  
 MR.  HOUSER:  On the  indust ry  s ide ,  which is  what  we t rack 
more  c losely ,  I  jus t  would  s t ress  again  that  the  dr iving force  i s  not  
Bei j ing,  and the  problem is  not  Bei j ing .   I t ' s  what ' s  going on in  the  
provinces  and local i t ies ,  and f i rms are  responding to  market  
incent ives .  
 Some of  those  market  incent ives  are  incent ives  tha t  should  be  
corrected .   They are  incent ives  based on land that  was  taken f rom 
farmers  wi thout  compensat ion .   They are  incent ives  based on a  capi ta l  
sys tem that  doesn ' t  lend to  dynamic  pr ivate  sector  f i rms,  but  lends  
most ly  to  s ta te-owned enterpr ises .   They are  incent ives  based on a  
fa i lure  to  incorporate   envi ronmenta l  external i t ies .  
 But  i f  you take  that  landscape and I 'm an ent repreneur ,  s tee l  
looks  qui te  prof i table  to  me in  China ,  and so  I 'm going to  do i t  wi thout  
any government  encouragement ,  and then a t  a  provincial  level ,  each 
one of  these  7 ,000 s tee l  companies  wants  to  become the  nat ional  
champion.   They want  to be  the  U.S.  Steel  or  the  Nucor  or  the  Nippon 
or  the  Baos  Steel .   So consol idat ing that  indust ry ,  which is  something 
that  Bei j ing actual ly  would  l ike  to   in  order  to  ra t ional ize  energy use ,  
runs  up agains t  provincia l  level  protect ion and barr iers  because  every  
province  wants  thei r  s tee l  mi l l  to  be  the  champion.  
 I t ' s  something we 're  very famil iar  wi th  here  in  the  U.S. :  
in ters ta te  compet i t ion  for  development  and inters ta te  compet i t ion  for  



 

 

economic resources .   So whi le  there  i s  th is  rhetor ic  put  in to  f ive-year  
p lans  about  p i l lar  indust r ies ,  when you actual ly  go s t ress  tes t  i t  on  the  
ground,  what  tha t  means  in  the  day- to-day economics  of  these  f i rms,  i t  
means  a lmost  nothing to  them--a lmost  nothing.  
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 CHAIRMAN BARTHOLOMEW:  But  i t  i s  a  p lanned economy 
that  we ' re  ta lk ing about .  
 MR.  HOUSER:  I f  you go ta lk  to  a  s tee l  mi l l ,  Bei j ing having a  
not ion that  s tee l  i s  s t rategic ,  has  no bear ing on what  these  companies  
do.   I t  doesn ' t  have any bear ing on where  they get  thei r  money.   I t  
doesn ' t  have any bear ing on thei r  regulatory  f ramework they face.   I t  
doesn ' t  a f fec t  them much a t  a l l .   They most ly  laugh a t  those  nat ional  
p lans .  
 The f ive-year  p lans  are  becoming a  joke  to  folks  in  China  today,  
the  far ther  you get  outs ide  of  Bei j ing .   Many of  the  fo lks  in  Bei j ing are  
s t i l l  under  the  i l lus ion that  they have to ta l  control  of  the  economy 
when people  down in  Guangdong are  doing whatever  they please .  
 CHAIRMAN BARTHOLOMEW:  But  i f  the  f ive-year  p lans  are  a  
joke,  then why should  we point  to  the  th ings  tha t  they ' re  going to  do on 
energy in  the  f ive-year  p lans? 
 MR.  HOUSER:  I  don ' t .  
 CHAIRMAN BARTHOLOMEW:  I t  ge ts  back to  that  th ing we 're  
a lways  told  about  enforcement .   Chinese  government  s igns  agreements  
and then says ,  wel l ,  we can ' t  enforce  them because  everything is  
happening a t  the  provinc ia l  level  or  people  use  tha t  as  an  excuse .  
 How do you balance  what  i s  happening a t  the  nat ional  level  or  
nat ional  goals  i f  the  nat ional  government  has  no control  over  what 's  
happening?  
 MR.  RAHIM:  This  i s  the  d i lemma China is  facing is  that  i t  i s  
t rans i t ioning to  some degree  and market  forces  are  becoming much 
more  important  and a  much larger  p layer .   So the  ent repreneur  who is  
looking to  the  s tee l  mil ls  says  f ine ,  th is  i sn ' t  going to  add 100,000 
jobs ,  but  i t  i s  going to  make me--  
 CHAIRMAN BARTHOLOMEW:  Rich.  
 MR.  RAHIM:  - - r ich .   Exact ly .   And so  i t ' s  hard  to  control  that  
individual  impulse  f rom central  Bei j ing .   Again,  they ' re  deal ing  wi th  
b lunt  tools  to  t ry  and do th is .   They' re  t ry ing to  control  lending ra tes  
and a l l  tha t  and expor t  tar i ffs ,  but  tha t  hasn ' t  worked,  and so  i t  i s  a  
process  of  gradual  reform that  has  to  take p lace a t  the  nat ional  level  
over  t ime.  
 CHAIRMAN BARTHOLOMEW:  So are  the  people  in  Shanghai  
more  interested in  the  qual i ty  of  t ransporta t ion l i fe  because  they ' re  
r ich  a l ready?  
 DR.  SCHIPPER:  Yes ,  and because  they want  to  be  seen as  the  
premier  c i ty  in  the  Paci f ic  Rim.  That ' s  rea l ly ,  rea l ly  c lear .   I f  I  may 



 

 

jus t  add,  we haven ' t  admit ted  our  mis takes .   We 're  s t i l l  a rguing over  
what  happened in  1973 wi th  energy.   My views,  I  admit ,  a re  in  the  
minor i ty  about  what  I  th ink about  t raf f ic .  
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 So,  again ,  these  bodies  that  surround us  here  are  subsidiz ing.   
Al l  the  things  I 'm saying to  China ,  don ' t  do  th is ,  and they say,  wel l ,  i t  
works ,  i t  sor t  of  works  for  the  Americans .   They get  ree lec ted .   The 
f i rs t  pr imaries  are  in  Iowa and tha t ' s  an  e thanol  s ta te ,  so  we’ve  got  
those  farmers  there  that  might  make e thanol .   
 I t  happened in  Mexico,  a  non-OPEC oi l  producer .   Some mayor  
sa id  you got  to  t ry  out  these  e thanol  buses  because  we got  farmers  tha t  
make e thanol  f rom sugar  cane ,  and I  th ink that  k ind of  th ing does  take  
root  natural ly  in  both  so-cal led  planned economies  and in  pr ivate  
economies .  
 F inal ly ,  Shanghai  was  the  f i rs t  c i ty  to  have a  k ind of  Transpor t  
25  Year  Plan,  a  whi te  paper  seven years  ago.   We came in  on par t  of  
tha t  process .   There 's  a  new one.   Xi 'an  i s  doing i t .   That ' s  the  f i rs t  
t ime.   Up unt i l  then i t  was  k ind of  what  would  the  mayor  l ike  next  
year?   Ah,  that  subway sys tem,  we ' l l  ge t  you that  one,  because  they ' re  
weal thy,  and there  are  a  lo t  of  things that  have  s lowed this  
development  down,  but  the  th ing about  the  motor izat ion  i s  car  plants  
are  pres t ig ious  to  have and,  as  my col leagues  have pointed out ,  people  
can now afford  cars .   
 Metro  is  a  l i t t le  more  expensive .   So  i t ' s  a  kind of  lack of  f ive-
year  p lan  menta l i ty  in  t ranspor t .   I t  a l l  k ind of  happened spontaneously  
and that ' s  going to  have to  be  something that  i s  learned quickly .   That ' s  
where  one of  the  urgencies  i s .  
 MR.  RAHIM:  Jus t  to  go off  of  that  point  a  l i t t le  b i t  more .   I f  we 
look a t  cars  in  the  U.S.  over  the  las t  15 years  where  accelera t ion has  
increased by 22 percent ,  weight  has  increased by something l ike  28 
percent ,  and mi leage  has  only  increased by about  two percent .   So then 
China  looks  a t  that  and says ,  why should  we l i s ten basical ly  to  what 's  
be ing told to  us?  
 Now,  again ,  I  th ink that  there  are  dr ivers  wi thin  China  and 
wi th in  the  government  they' re  saying we do need to  address  th is .   But  
they are  saying,  okay,  we ' l l  do  i t  our  way,  and the  same th ing on 
c l imate  change,  and a l l  tha t  as  wel l .   And again ,  wi th  the  car  i ssue ,  
again ,  I  th ink as  people  are  able  to  af ford  cars  and they don ' t  want  to  
be  to ld ,  okay,  dr ive  one that ' s  more  ef f ic ient ,  they want  to  dr ive  one 
that  wi l l  ge t  them places  quickly.   So that ' s  why they ' re  going to  move-
-  
 CHAIRMAN BARTHOLOMEW:  They can ' t  ge t  there  because  the  
t raf f ic  i s  so  bad.  
 MR.  RAHIM:  Yes .  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
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 COMMISSIONER REINSCH:  Thank you.   I  can ' t  res is t  
comment ing that  I 'm not  surpr ised the  Chinese  haven ' t  learned f rom 
our  mis takes  s ince  I  th ink we haven ' t  learned f rom our  mis takes .   We 
probably  should  begin  with  ourse lves ,  but  I  was  going to  ask Dr .  
Schipper  a  ques t ion.   I  th ink on ref lec t ion I 'm going to  ask  a l l  three  of  
you or  any of  you that  wants  to  comment  a  compar ison quest ion.   Have  
you done a  s imi lar  analys is  wi th  respect  to  India?   And what  are  the  
di f ferences?  
 DR.  SCHIPPER:  With  respect  to?  
 COMMISSIONER REINSCH:  India .  
 DR.  SCHIPPER:   Actual ly  we 're  just  about  to  f in ish  a  s imi lar  
India  s tudy.   The key di f ference  is  two-wheelers ,  which the  Chinese  
have kind of  thrown out  of  thei r  c i t ies ,  and some c i t ies  are  even 
banning e lec t r ic  two-wheelers ,  which were  suddenly  they ' re  15 mi l l ion 
e lec t r ic  two-wheelers  in  China .   There  were  none f ive  years  ago 
because  someone real ized,  okay,  i f  you don ' t  l ike  the  pol lu t ion from,  
shal l  we say ,  cheap two-s t roke di r ty  motorbikes ,  we ' l l  make c lean 
ones ,  and some Chinese  c i t ies  sa id ,  oh,  we don ' t  know how to  t rea t  th is  
so  we 're  not  going to  le t  you have i t .  
 India  in  our  v iew might  represent  a  sus ta inable  t ranspor t  fu ture ,  
as  I  sa id,  s low,  yes ,  not  c lean yet ,  not  necessar i ly  safe  yet ,  but  
cer ta inly  smal l .   I  can ' t  te l l  China  to  take  something wi th much smal ler  
footpr in t ,  but  my exper ience  f rom 11 t r ips  to  Hanoi  working on s imi lar  
i ssues  i s  that  whi le  Hanoi  i s  now very  congested wi th  motorbikes ,  tha t  
there  i s  a  k ind of  a  th i rd  way.   I f  China  looks  for  examples ,  she  wi l l  
probably  look f i rs t  to  India ,  because  i t ' s  a  comparable  popula t ion and 
i t  has  the  same hugely  prosperous  middle  and upper  middle  c lass  tha t ' s  
growing very  rapidly  and that  that ' s  real ly  a  model .  
 On the  other  hand,  the  Chinese  have  moved fas ter  on fuel  
economy s tandards ,  on  c leaning up fuels ,  par t ly  because  they ' re  less  of  
the  k ind of  democracy-- that ' s  fa i r  to  say-- than India ,  where  everything 
gets  argued to  death  for  20 years .   So China  i s  now way ahead of  India  
in  the  urban t ranspor t  sys tems i t  has ,  and I  th ink the  great  reckoning 
for  both  countr ies  comes when they look a t  what  these  h idden t ime 
bombs in  t ransporta t ion  wi l l  cost  them in  f ive  or  ten  years  out .  
 COMMISSIONER REINSCH:  Do e i ther  of  the  o ther  two of  you 
want  to  comment  on India ,  not  speci f ica l ly  wi th  respect  to 
t ranspor ta t ion,  but  wi th  respect  to  thei r  energy consumption,  energy 
pol icy?  
 MR.  RAHIM:  I  genera l ly  th ink that  the  volumes,  again ,  a re  a  lot  
smal ler  r ight  now in  China .   They ' re  under taking a  lo t  of  the  same 
s teps  looking abroad for  energy.   They ' re  looking a t  China  and saying,  
wel l ,  tha t 's  a  path  maybe again  we don ' t  want  to  fo l low on some th ings .  



 

 

 But  I  think they have s tar ted to  take  some s teps  ear l ier  l ike  the 
CNG buses  that  they 've  in t roduced.   In  India ,  you a lmost  have a  
problem of  too  much democracy.   I t  breaks  down,  where  again  every 
s ta te  ac ts  l ike  i t s  own independent  country .   So even wi th  th ings  l ike  
e lec t r ic i ty  deregula t ion,  th ings  l ike  that ,  where  you 've  got ten  s teps  
under taken to  change i t ,  but  nobody is  rea l ly  fo l lowing i t ,  again ,  for  a  
very  di f ferent  reason  than in  China .  
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 I  th ink they ' re  going to  run up against  some of  the  same issues ,  
but  I  th ink they ' re  in  a  much bet ter  s tar t ing posi t ion than China  i s .  
 COMMISSIONER REINSCH:  Thank you.  
 MR.  HOUSER:  I  don ' t  have much value  to  add on India .  
 COMMISSIONER REINSCH:  Thank you.  
 HEARING COCHAIR SHEA:  Commissioner  Videnieks .  
 HEARING COCHAIR VIDENIEKS:   Ear l ier  today we heard  
tes t imony-- th is  i s  for  a l l  three  of  the  panel is ts - - that  Caterpi l lar  jus t  
s igned a  contrac t  wi th  an  ent i ty  in  PRC,  56 mil l ion bucks ,  to  del iver  
mining equipment ,  coal  mine  equipment .   We a lso  heard  tes t imony that  
coal  may be  a  c losed sector  for  fore ign inves tment  in  PRC. 
 The bas ic  ques t ion I  have is  how does  one def ine  a  Western  or  
fore ign-owned company over  there?   We 've  heard  f igures  as  low as  ten 
percent  equi ty .   General  quest ion,  quest ion to  a l l .  
 MR.  HOUSER:  On the  coal  s ide  i t ' s  not  a  c losed sector .   I t ' s  not  
c losed in  the  way that  ups t ream oi l  and gas  i s .   I 've  worked on some 
inves tments  in  the  coal  sec tor ,  and there  i s  a  cer ta in  project  sca le  of  
projects  tha t  ge ts  into  pol i t ica l ly  sensi t ive  ter r i tory ,  and where  the  
abi l i ty  of  a  fore ign company to  do an acquis i t ion and a  major i ty  owned 
s take  are  l imi ted  by pol i t ical  cons idera t ions ,  but  i t ' s  not  a  sector  that  
i s  blanket  res t r ic ted for  fore ign companies .  
 In  terms of  what 's  def ined as  a  fore ign-owned enterpr ise ,  I  
ac tual ly  don ' t  have those  numbers  in  my head.   My col league is  bet ter  
on that  front  and I  could  cer ta in ly  get  that  to  you.  
 HEARING COCHAIR VIDENIEKS:   That 's  an  i ssue  that  a lways 
crops  up because  PRC argues  that  a  lo t  of  our  imports  from them are  
f rom our  own companies ,  fore ign-owned companies .   Now i f  ten  
percent  i s  a  cr i ter ion,  in  my mind that  does  not  equate  to  an  owned 
plant  or  company.    
 Does  anyone have any other  comments  on that?  
 MR.  HOUSER:  I f  i t ' s  a  whol ly  foreign-owned enterpr ise ,  i f  i t ' s  a  
WFOE--  
 HEARING COCHAIR VIDENIEKS:   I  think they use  the  phrase  
"fore ign owned,"  whol ly  fore ign owned.  
 MR.  HOUSER:  Yes .   In  the  s ta ts ,  there  are  d i f ferent  
ca tegor iza t ions  for  f i rms that  are  pr ivate ,  are  fore ign and are  s ta te-
owned enterpr ise .   And wi thin  those  three ,  there 's  ac tual ly  about  



 

 

severa l  o ther  categor ies ,  and i f  you ' re  a  whol ly-owned fore ign 
enterpr ise ,  then i t s  l i s ted as  foreign enterpr ise  in  the  Chinese 
s ta t i s t ics .  
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 HEARING COCHAIR VIDENIEKS:   Okay.  
 MR.  HOUSER:  Now a  lo t  of  t imes  i t ' s  Taiwanese  owned or  Hong 
Kong owned,  and somet imes i t ’s  Chinese  inves tors  are  working through 
a  Taiwanese  or  Hong Kong ent i ty .  
 I f  i t ' s  a  jo int  venture  tha t  has  some degree  of  foreign 
involvement ,  then that  can be  categor ized as  a  fore ign company as  
wel l ,  but  tha t  threshold ,  I 'm not  exact ly  sure  what  the  law is .  
 MR.  RAHIM:  I  th ink he 's  covered i t .   Yes .  
 HEARING COCHAIR VIDENIEKS:   Thank you.  
 HEARING COCHAIR SHEA:  I  have a  ques t ion and then I 'm 
going to  turn  i t  over  to  Vice  Chairman Blumenthal .  
 The t i t le  of  th is  panel  i s  "Energy Consumption Pat terns  and 
Trends ,"  and as  I  unders tand i t ,  i f  you look a t  a  p ie  char t ,  you want  to 
look a t  the  energy mix in  China  today,  i t ' s  coal ,  67  to  70 percent ;  o i l ,  
about  20-21 percent ;  natura l  gas ,  three  percent ;  nuclear ,  two-three 
percent ,  maybe lower;  renewables ,  two or  three  percent .  
 I f  I  project  out  20 years ,  the  pie  i s  going to  be b igger ,  as  I  
unders tand i t ,  the  p ie  i s  going to  be  a  lot  b igger ,  but  i t ' s  going to  be  
coal ,  67  to  70 percent ;  o i l ,  21  percent ;  natural  gas ,  three  percent ;  
renewables ,  three;  nuclear ,  three  to  four .   
 I s  that  fa i r?   I s  tha t  a  fa i r  project ion?  
 MR.  HOUSER:  Yes ,  o i l  wi l l  be  s l ight ly  h igher .   Coal  wi l l  be  
s l ight ly  lower .   Gas  and nuclear  wi l l  be  about  the  same s ize .  
 MR.  RAHIM:  Exact ly .   I  th ink there  wi l l  be  some changes  in  
coal  and oi l ,  but  I  th ink because  par t  of  i t  i s  tha t  the  demands  on each 
of  those  f ie lds  i s  going to  be  so high,  tha t  jus t  s imply  to  meet  that ,  le t  
a lone t rans i t ion,  i s  going to  be  such a  chal lenge that  I  don ' t  th ink 
you ' re  going to  see  much movement .  
 HEARING COCHAIR SHEA:  Okay.   Vice  Chairman Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  I  jus t  had a  quick 
c lar i f ica t ion for  Mr.  Houser .   We heard  tes t imony ear ly  th is  morning 
that  in  terms of  equi ty  o i l ,  the  Chinese  do,  i f  I  unders tood the  answer ,  
i t  was tha t  the  Chinese  do send most  of  i t  back to  thei r  own home.   
That  conf l ic ts  wi th  your  paper ,  which is  that  i t ' s  most ly  put  on the  
market .  
 MR.  HOUSER:  Last  year ,  the  three  o i l  majors produced 690,000 
barre ls  a  day of  equi ty  product ion overseas .   I f  you look a t  Customs 
s ta ts ,  the  most  that  could  poss ib ly  have come back home is  250,000 
barre ls  a  day of  the  690,000 barre ls  a  day.   So  that ' s  250,000 barre ls  a  
day out  of  an  overal l  import  b i l l  of  3 .6  mil l ion barre ls  a  day.   So i t  
doesn ' t  go  very  far  toward meet ing energy secur i ty .  



 

 

 What 's  even more  fascinat ing i s  i f  you look at  a  speci f ic  project  
l ike  Sudan,  las t  year  Japan imported  more  Sudanese  crude than China  
did .   They bought  i t  f rom CNPC.   And th is  i s  crea t ing a  l i t t le  b i t  of  
hear tburn in  Bei j ing because  whi le  Bei j ing goes  to  the  Secur i ty  
Counci l  and goes  to  bat  for  CNPC and i t s  in teres ts  in  Sudan,  CNPC 
isn ' t  even se l l ing  the  o i l  back home.   They ' re  se l l ing  i t  wherever  the  
yie lds  are  bet ter .  
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 In  the  paper ,  we 've  got  a  char t  t racking Japanese  imports  of  
Sudanese  crude and Chinese  imports  of  Sudanese crude,  and they ' re  
mir ror  images .   Once that  oi l  i s  loaded on a  tanker ,  the  o i l  t rading 
branch of  CNPC is  going to  se l l  i t  wherever  the  yie lds  are  h igher .  
 That ' s  s tar t ing to  change th inking in  Bei j ing ,  especia l ly  in  the  
Minis t ry  of  Foreign Affa i rs  about  whether  i t  i s  rea l ly  worthwhi le  to  
lend diplomat ic  suppor t  to  these  projects ,  when they have to  go c lean 
up the  mess ,  i f  a l l  we ' re  doing is  in  put t ing money in  the  pockets  of  the  
o i l  companies  and not  actual ly  get t ing any degree  of  o i l  secur i ty .   I  
th ink we 're  going to  see  a  change in  that  th inking in  Bei j ing in  the  next  
two to  three  years  on that  quest ions .  
 MR.  RAHIM:  Yes .   One of  the  th ings  we 've  been t racking is  
exact ly  th is .   I  know Trevor  and I  have spoken of  th is  qui te  a  b i t ,  but  
i t ' s  real ly  that  energy pol icy i s  increas ingly  dr iven by the  NOCs,  not  
by the  centra l  government  as  much,  and then s ince  the  government  i s  
l i s tening to  what  the  NOCs are  te l l ing  them,  and the  NOCs are  
bas ica l ly  v iewing th is  go-out  s t ra tegy,  secur ing energy abroad as  an  
oppor tuni ty  to  make money,  to  get  technological  exper ience ,  to  be  
exposed to  in ternat ional  par tnerships  ra ther  than being energy secur i ty  
as  the  pr imary dr iver .  
 VICE CHAIRMAN BLUMENTHAL:  Now i f  they ' re  looking a t  a  
pol icy  change,  does  that  mean that  they wi l l  s top  buying equi ty  s takes  
in  places  l ike  Sudan?  
 MR.  RAHIM:  No.  
 MR.  HOUSER:  What  i t  means  when CNPC says-- f i rs t ,  we have 
to  qual i fy  two th ings .   The Chinese  o i l  companies  don ' t  need any 
capi ta l  to  make the  inves tments  that  they ' re  making.   They 've  got  
p lenty  of  money themselves .   We're  ta lk ing about  200,  $300 mil l ion 
equi ty  inves tment .   CNPC made $24 bi l l ion  in  prof i t  las t  year .   They 
don ' t  need any ext ra  cash.   They don ' t  need any f inancia l  suppor t  f rom 
the  government .   They don ' t  even need any loans .  
 CNOOC was an except ion in  that  sense ,  that  they needed a  loan 
because  they are  a  smal l  company.   So what  i t  means  to  change pol icy  
is  tha t  when CNPC with  i t s  own money and for  commercia l  reasons ,  
wants  to  go buy a  s take  and th inks  i t  would  be  helpful  i f  Hu J in tao 
came out  and did a  s ta te- to-s ta te  meet ing dur ing that  s igning,  that  
maybe Hu J in tao decides  to  go somewhere  e lse  or  not  to  t ie  in  the  



 

 

energy companies  in to  meet ings  he  does  take  in  the  country .  
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 VICE CHAIRMAN BLUMENTHAL:  But  they ' re  not  going to  
s top them from product ion and development  in  places  where  we 
sanct ion?   That ' s  not  going to  be  the  pol icy  change? 
 MR.  HOUSER:  My view would be  that  they ' re  not  going to  s top  
product ion in  Sudan.   Going forward,  whether  they take  a  di f ferent  
approach toward sanct ions ,  I  th ink that ' s  ac tual ly  inf lux.   I  th ink what  
they ' l l  a lso  s tar t  to  do,  and in  the  case  that  we make to  the  Chinese  is  
that ,  look,  the  reason that  the  U.S.  d isc ipl ined the  behavior  of  i t s  
companies  overseas  wasn ' t  out  of  a l t ru ism.   I t  wasn ' t  that  we thought  i t  
was  bad for  democracy in  Afr ica .    I t  was  tha t  i f  you put  money in to  
d ic ta tors '  pockets  and suppor t  those  regimes ,  you plant  seeds  of  
ins tabi l i ty .   And so  when the  regime changes  and a l l  of  a  sudden your  
assets  are  nat ional ized,  i t  i sn’ t  a  ter r ib ly  good inves tment  s t ra tegy.  
 Now,  China  i s  new to  this  space and they ' re  new to foreign 
inves tment  in  th is  way and haven ' t  had to  endure  a  regime change 
where  thei r  asse ts  were  nat ional ized.   I  th ink once  that  happens ,  and i t  
wi l l  happen sooner  or  la ter ,  the  thinking is  going to  change pre t ty  
fundamenta l ly  about  whether  i t  makes  sense  as  a  pol icy  or  whether  you 
should  s tar t  applying some condi t ions  on your  companies  and where  
they inves t .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 HEARING COCHAIR SHEA:  Madam Chair .  
 CHAIRMAN BARTHOLOMEW:  Thank you,  and I 'm glad that  
the  subject  of  Sudan came up because  Mr.  Rahim has  qui te  an  exper t i se  
on th is  too f rom what  I  unders tand,  and I  was  going to  ask  about  i t .  
 CNPC is  not  a  pr ivate  company and prof i ts  f rom CNPC accrue 
back to  the  Chinese  government ;  don ' t  they? 
 MR.  RAHIM:  They don ' t .  
 MR.  HOUSER:  There  i s  no dividend pol icy  so i t  a l l  s tays  wi th 
the  company,  a l l  the  prof i t s .  
 HEARING COCHAIR SHEA:  I  thought  SASAC changed that  or  
i s  changing that?  
 MR.  HOUSER:  There  are  indicat ions  that  there  wi l l  be  a  
d iv idend pol icy  put  in to  p lace  th is  year .   The degree  to  which that ' s  
enforced remains  to  be  seen--how much of  the  money is  ac tual ly  ca l led  
back to  the  government .   But  r ight  now,  a l l  tha t  capi ta l  jus t  s loshes  
around in  a  company ki t ty  and means  that  when CNPC goes  to  b id  on a  
project - - i f  I 'm BP,  and I  want  to  inves t  somewhere ,  my margin  hurdle  
i s  maybe 15 percent  because  i f  I  can ' t  ge t  15  percent ,  my shareholders  
would  love  to  have thei r  money in  dividends  and put  i t  somewhere  e lse  
in  the  S&P 500.   I f  I 'm CNPC,  the  only  oppor tuni ty  cos ts  for  that  
inves tment  i s  deposi t ing i t  in  a  Chinese  bank where  I 'm going to  get  
two to  three  percent  re turn;  r ight .  



 

 

 MR.  RAHIM:  Because  the  ra tes  are  l ike  f ive  percent  in  some 
projects .  
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 MR.  HOUSER:  Yes .  
 CHAIRMAN BARTHOLOMEW:  So  they can take  a  whole  lo t  
more  r isk  i s  what  you ' re  saying?  
 MR.  HOUSER:  Can take  more  r isk;  r ight .  
 MR.  RAHIM:  Yes .  
 CHAIRMAN BARTHOLOMEW:  But  what  I 'm t ry ing to  
unders tand now is  th is ,  again ,  where  i s  the  t ipping point?   Where  is  the  
cos t  too  high for  the  Chinese  government  on CNPC's  inves tment  in  
Sudan?   You 're  saying that  there  i sn ' t  ever  a  point  a t  which that  cos t  i s  
too high? 
 MR.  RAHIM:  Wel l ,  not  under  current  condit ions ,  I  don ' t  
be l ieve .   I  don ' t  know i f  Trevor  has  a  d i f ferent  v iew.  
 MR.  HOUSER:  I  don ' t .  
 MR.  RAHIM:  But  I  mean again the  inves tment  has  a l ready taken 
place .   They ' re  a l ready there .   I  don ' t  th ink they 're  going to  back out  of  
tha t  a t  any point  in  the  foreseeable  fu ture .  
 MR.  HOUSER:  Right .  
 MR.  RAHIM:  Again ,  i f  there 's  obviously  a  nat ional iza t ion or  a  
move towards  that ,  then I  think they wouldn ' t  v iew that  favorably .   But  
in  other  areas ,  l ike  I ran ,  for  example ,  they are  changing that  v iew 
where  they have a l l  these  deals  tha t  have been s igned.   Everyone ta lks  
about  Chinese  inves tment  in  I ran .   I f  you look ac tual ly  a t  dol lars  in  the 
ground and in  projects ,  i t ' s  very ,  very l imi ted .   In  fac t ,  i t ' s  a lmost  
nonexis tent  to  th is  point .  
 So a  lo t  of  these  deals  tha t  have been s igned haven ' t  rea l ly  gone 
forward,  and precise ly  because  of  the  pol i t ical  condi t ions  that  are  
surrounding that  investment .   But  again  tha t ' s  a  joint  decis ion as  wel l  
f rom the  company saying we don ' t  want  to  put  money in to  a  p lace  
where  we 're  not  sure  i f  we ' re  going to  be  able  to  execute  on that  
project .  
 CHAIRMAN BARTHOLOMEW:  But  the  government  in  Bei j ing 
could ,  could  ins is t ,  i t  has  the  power  to  ins is t ,  doesn ' t  i t ,  tha t  CNPC has  
to--  
 MR.  RAHIM:  Desis t  the  inves tment .  
 MR.  HOUSER:  Has  to  shut  up shop,  you mean? 
 CHAIRMAN BARTHOLOMEW:  Shut  up shop,  for  example .  
 MR.  RAHIM:  I t  i s  the  major i ty  shareholder .  
 MR.  HOUSER:  In  theory ,  sure ,  they could  say,  yes ,  you need to  
c lose  down al l  tha t  inves tment .   We' l l  buy i t ,  a l l  tha t  inves tment  that  
you sunk,  we ' l l  buy i t  of f  f rom you,  and you have to  c lose  up shop and 
come home.   And the  world  would  have 600,000 barre ls  a  day less  o i l  
on  the  market ,  which is  about  hal f  of  g lobal  marginal  demand.    



 

 

 MR.  RAHIM:  That  would be  pre t ty  b ig  shock.  
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 MR.  HOUSER:  - - there  would  be  a  pre t ty  b ig  impact  on oi l  
markets .  
 CHAIRMAN BARTHOLOMEW:  I  th ink i t ' s ,  again ,  the  balance  
or  i f  the  Chinese  government  i s  p laying the  Sudan issue  in  a  way that  i t  
ge ts  i t  both  ways .   So le t ' s  say  Hu J in tao  doesn ' t  go  for  another  s igning 
of  another  b ig  oi l  deal .   So what?   The oi l  deal  happens .   How is  i t  tha t  
we connect  the  fac t  tha t  th is  i s  a  government  enterpr ise  that  i s  
inves t ing in  the  place  and there  are  o ther  ac t iv i t ies  going on that  are  
perpetuat ing a  genocide?   I 'm asking you a  quest ion outs ide  of  the  
rea lm of  your  in teres t .  
 VICE CHAIRMAN BLUMENTHAL:  I  don ' t  want  to  take  up your  
t ime--  
 CHAIRMAN BARTHOLOMEW:  No,  no.   Go ahead.  
 VICE CHAIRMAN BLUMENTHAL:  A clar i f icat ion  quest ion 
would  be ,  are  there  thoughts  wi th in MOFA and in  o ther  p laces  of  
having a  pol icy  akin  to  a  sanct ions pol icy or  a  no-vote  pol icy for  
companies  that  are  ac tual ly  punished?   A pol icy  akin  to  what  o ther  
governments  have,  ours  and others ,  or  i s  that  not  on the  table?  
 CHAIRMAN BARTHOLOMEW:  Maybe even another  way to  ask ,  
i s ,  i f  Bei j ing is  concerned about  the  publ ic  re la t ions  problem that  i t  
has  bui ld ing that  i t ' s  now connect ing even to  the  Bei j ing Olympics?   
What  k ind of  leverage does  i t  have over  th is  company and what  do you 
th ink i t  could  or  would do?  
 MR.  RAHIM:  Actual ly  f rom what  we 've  seen,  they wouldn ' t  t ry  
and use  thei r  leverage over  the  company.   They would  actual ly  t ry  and 
use  i t  agains t ,  wi th  Sudan.   So they 've  been reaching out  more  to  Sudan 
than they have to  CNPC to  say cur ta i l  your  ac t iv i t ies ;  i t ' s  been more  to  
the  Sudanese  government .  
 The other  th ing I  th ink we 're  seeing in  p laces  l ike  Sudan and 
e lsewhere tha t  the  Chinese  have  invested  in  fa i r ly  heavi ly  overseas ,  so  
there 's  ac tual ly  a  local  backlash  against  a  lo t  of  the  Chinese 
inves tment .  
 CHAIRMAN BARTHOLOMEW:  Right .  
 MR.  RAHIM:  So that  may be  what  changes  corporate  behavior  
more  than again the  Chinese  government  d i rect ing them to  do that .   
We 've  seen i t  in  Lat in  America .   We 're  seeing i t  in  West  and East  
Afr ica ,  these  a t tacks  in  Ethiopia  agains t  Sinopec employees .   So they 
may rea l ize  tha t  i t ' s  not  in  our  bes t  in terests  to  go  af ter  the  r i skies t  
countr ies  and the  r iskies t  inves tments ,  that  we may want  to  reconsider  
what  our  re turn real ly  i s  on some of  these ,  but- -  
 CHAIRMAN BARTHOLOMEW:  Do you th ink they 'd  do 
something i f  they think the  Olympics  are  a t  s take?  
 MR.  HOUSER:  I  th ink they are  for  them.  
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 MR.  HOUSER:  From our  perspect ive  in  the  U.S. ,  the  changes  
that  the  Chinese  government  has  made Sudan don ' t  seem ter r ib ly  
s ignif icant .  From a  Chinese  s tandpoint ,  wi th  a  long-s tanding view on 
in tervent ionis t  pol icy  a t  the  Secur i ty  Counci l ,  I  th ink the  changes  have 
been pre t ty  s ignif icant .  
 MR.  RAHIM:  Absolute ly .  
 MR.  HOUSER:  In  a  Chinese  context .  
 MR.  RAHIM:  Again ,  i t ' s  th is  whole  pr inciple  of  not  in ter fer ing 
in  o ther  country 's  af fa i rs .  
 CHAIRMAN BARTHOLOMEW:  They've  done i t  in  p laces  l ike  
Zambia .  
 MR.  RAHIM:  Absolutely .   This  i s  what  they a t  leas t  apprecia te .   
So that ' s  the i r  l ine .  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR SHEA:  Any more  quest ions?  
 COMMISSIONER HOUSTON:  I  have a  real ly  quick one.  
 HEARING COCHAIR SHEA:  Sure .  
 COMMISSIONER HOUSTON:   I 'm jus t  cur ious  as  to  your  
thoughts  on Venezuela--18 months  ago,  two years  ago,  whatever  i t  was ,  
Hugo Chavez sa id  we ' re  going to  d iver t  some oi l  resources  away,  
speci f ica l ly  away from the  U.S.  and send them to  China ,  even though 
i t ' s  going to  cos t  us  more  money to  ship  i t  there  because  we don ' t  l ike  
you or  whatever  h is  reason was .  
 Has  that  happened?   Has  Venezuela  d iver ted  any of  our  o i l ,  
Venezuelan oi l  supply  to  China ,  and is  i t  enough that  we care?   Has  i t  
made any kind of  an  impact?  
 MR.  RAHIM:  At  most ,  i t  was  one or  two cargoes ,  and 
essent ia l ly  i t  was  more  commercial  enterpr ise  than anything e lse .   I t  
was  a  b idding.   Oi l  tankers  change hands  up to  300 t imes  between the  
source  and when they ac tual ly  end up a t  the  ref inery .   
 The problem with  Venezuela  and China  in  terms of  crude is  tha t  
Chinese  ref iner ies  in  the i r  current  s ta te  rea l ly  can ' t  process  larger  
volumes of  Venezuelan crude.    And there 's  th is  i ssue  r ight  now of  
Venezuela  saying,  Venezuelan product ion is  ac tual ly  decl ining fa i r ly 
rapidly ,  and they have to  look a t  what ' s  ca l led  unconvent ional ,  the  
heavy oi l ,  to  rea l ly  make up that  product ion.   But  the  only  companies  
who could  rea l ly  do that  are  the  internat ional  o i l  companies ,  which 
have a l l  essent ia l ly  now ei ther  be  k icked out  or  to ld  tha t  in  no 
uncer ta in terms tha t  l i fe  wi l l  become much more  d i f f icul t  for  them.  
 So they have sa id ,  wel l ,  we ' l l  br ing in  CNPC and these  other  
guys  to  come and actual ly  make those  inves tments ,  and these  
inves tments  are  now running anywhere  between f ive  and $8 bi l l ion for  
200 to  500,000 barre ls  a  day,  which isn ' t  a  re turn  of  any sor t  rea l ly .  



 

 

 So what  the  Chinese  are  saying is ,  look,  maybe we ' l l  upgrade our  
own ref iner ies  to  be  able  to  bet ter  handle  Venezuelan crude.   The point  
i s  tha t  this  i s  a  much longer  term process  so  th is  shi f t  has  not  taken 
place  now,  and i t ' s  unl ikely  to  rea l ly  happen in  any major  way any t ime 
soon.   So I  don ' t  th ink that - -  
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 COMMISSIONER HOUSTON:  With  the  comments ,  par t icular ly  
Mr.  Houser  made about- -or  maybe i t  was  you,  Mr.  Rahim,  about  the  
fear  tha t  those  assets  would be  nat ional ized wi th  Hugo Chavez 
nat ional iz ing everything that ' s  not  nai led  down in  Venezuela ,  I  would  
th ink that  would  be  a  concern .   So I  jus t  wondered i f  i t  was a  b ig 
enough issue  that  we needed to  be  real ly  worr ied  about  i t  here .  
 MR.  HOUSER:  And CNPC is  very  concerned.   They ' re  fur ious  a t  
the  Venezuelans  for  a  bunch of  reasons .   Venezuela  s topped producing 
oi l  emuls ion which they used to  sel l  to  China .   Jus t  when China  had 
bui l t  a  var ie ty  of  power  plants  to  run on i t ,  the  Venezuelans  cut  i t  of f .   
 These  new laws PDVSA has  where  you have to  have  a  cer ta in  
percentage of  Venezuelan employees  in  the  project .   CNPC l ikes  to  
br ing a  vi l lage  wi th  them when they inves t  somewhere .   And PDVSA 
has  a  hard  t ime working l ike  that .   So  there  i s  no  love  lost  be tween 
PDVSA and the  Chinese  oi l  companies .  
 MR.  RAHIM:  Which is  precisely  why they ' re  saying,  look,  we ' re  
not  going to  bui ld  the  upgrade in  Venezuela ;  we ' re  going to  upgrade 
our  own ref iner ies  to  be  able  to  handle  i t .   So that  way we 're  not  s tuck 
there  essent ia l ly .  
 COMMISSIONER HOUSTON:  Okay.   Great .   Thank you.  
 MR.  RAHIM:  The worry  i s  tha t  i f  there  i sn ' t  tha t  investment  in  
Venezuela  by whomever ,  whether  i t ' s  the  Chinese  or  the  in ternat ional  
o i l  companies ,  i s  tha t  Venezuela 's  overa l l  o i l  product ion real ly  does 
s tar t  to  decl ine  very  rapidly ,  and that  does  impact  expor ts  to  the  U.S. ,  
which current ly  i t ' s  one of  the  larger  suppl iers  to  the  U.S.  
 COMMISSIONER HOUSTON:  Sor t  of  a  domino theory.  
 HEARING COCHAIR SHEA:  Before  I  wrap up and excuse  our  
guests ,  I  jus t  want  to  on behalf  of  the  cochai rs  thank Marta  McLel lan ,  
who is  the  s taf fer  for  the  Commiss ion who has  done a  great  job  put t ing 
th is  hear ing together  and tomorrow's  hear ing together ,  and Mr.  Houser ,  
Dr .  Schipper ,  Mr.  Rahim,  thank you very  much.  
 We ' l l  break now for  lunch.  
 [Whereupon,  a t  12:54 p .m. ,  the  hear ing recessed,  to  reconvene a t  
2 :00 p .m. ,  th is  same day. ]  
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 VICE CHAIRMAN BLUMENTHAL:  We ' re  going to  come to  
order  again .   We're  very  pleased to  in t roduce th is  four th  panel  where  
we ' l l  explore  the  g lobal  secur i ty  and pol i t ica l  impact  of  China 's  energy 
consumpt ion and acquis i t ion s t ra tegies .    
 We 're  very  pleased to  welcome three  d is t inguished exper ts  to  
provide  the i r  analys is  of  the  i ssue:  
 We have Dr .  James  Holmes ,  who is  an Assis tant  Professor  a t  the  
St ra tegy and Pol icy  Depar tment  of  the  Naval  War  Col lege  in  Newport ,  
Rhode Is land.   He is  a  graduate  of  Vanderbi l t  Univers i ty  and has  a  
Ph.D.  f rom the  Fle tcher  School  of  Law and Diplomacy a t  Tuf ts  
Univers i ty .  
 Dr .  Toshi  Yoshihara  i s  a lso  an  Assis tant  Professor  in  the  
St ra tegy and Pol icy  Depar tment  a t  the  Naval  War  Col lege .   He served 
previously  a t  the  same depar tment  or  a  s imi lar  depar tment  in  the  Air  
War  Col lege  in  Montgomery,  Alabama,  and current ly  h is  research 
agenda focuses  on geopol i t ics  in  Asia ,  China 's  naval  s t ra tegy and 
Japan 's  mar i t ime s t ra tegy.  
 And we have Mr.  Michael  Herberg,  Research Director  of  the  
Energy Secur i ty  Program at  the  Nat ional  Bureau of  Asian Research.   
He has  20 years  exper ience  in  the  o i l  indust ry  in  s tra tegic  p lanning 
roles  for  ARCO, and has  contr ibuted to  worldwide energy,  economic  
and pol i t ica l  analys is .   So thank you for  tes t i fy ing,  and we ' l l  begin 
wi th  Dr .  Holmes,  and we wi l l  te l l  you when you have two minutes  and 
one minute  lef t  so  thank you.  
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 DR.  HOLMES:  Thank you for  a l lowing me to  address  this  
ga ther ing.   Needless  to  say ,  the  views that  I  wi l l  voice  here  are  not  
necessar i ly  those  of  the  Uni ted Sta tes  Navy,  the  Naval  War  Col lege  or  
the  Depar tment  of  Defense .  
 My purpose  today is  to  venture  a  few thoughts  about  the  k ind of  
sea  power  China  may become as  i t  pursues  i t s  overa l l  goal  of  economic  
development  and i t s  subordinate  goals  of  energy secur i ty  and sea  lane  
secur i ty .    
 S tudies  of  Chinese  sea  power  over  the  years  have tended to  
conclude e i ther  tha t  China  wi l l  content  i t se l f  wi th  focusing on events  
ashore  as  i t  has  over  the  pas t  few decades ,  keeping i t s  a t tent ion on 
events  ashore  and i t s  a t tent ions  a lso on coasta l  waters  or  that  i t  wi l l  

 

 
 
 
  



 

 

bui ld  a  powerful  Navy,  perhaps  symmetr ica l  to  our  own and venture  
out  in to  the  Paci f ic  to  v ie  for  naval  supremacy in  some coming decade.  
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 By contras t ,  I  wi l l  a rgue that  China  i s  turning i t s  naut ica l  
energies  to  the  South  and to  the  Southwest  a long vi ta l  mar i t ime 
communicat ions  tha t  provide  the  s tuff  of  a  modern economy.   Once 
Bei j ing  can manage to  se t t le  events  in  Eas t  Asia  to  i t s  own 
sa t is fac t ion,  asser t ing control  over  the  China  Seas  and Taiwan where  
these  v i ta l  mar i t ime communicat ions  run,  i t  wi l l  fee l  confident  enough 
and i t  wi l l  have enough resources  to  deploy naval  means  in  South  and 
Southeast  Asia  as t r ide  these  v i ta l  communicat ions  should i t  see  f i t  to  
do so .  
 I f  so ,  what  factors  wi l l  shape  Chinese th inking about  these  v i ta l  
waters?   F i rs t ,  and the  subjec t  of  our  hear ing today,  energy secur i ty ,  
which leads  to  a  focus  on sea  lane  secur i ty .  
 Secondly ,  geopol i t ics .   Geographical  th inking is  pronounced in  
Chinese  pol icy  and academic  c i rc les .   Some analys ts  extend the  two 
is land chains  tha t  r ing  the  Chinese  coast  a l l  the  way in to  the  Indian 
Ocean encompass ing Guam and Diego Garcia ,  where  American forces  
are  s ta t ioned.  
 China  i s  acutely  sensi t ive  of  Indian pre tensions  in  the  Indian 
Ocean region in  par t icular ,  India 's  favorable  geographic  posi t ion  and 
i t s  ambi t ions  to  be  the  preeminent  power  in  South  Asia .  
 And thi rdly ,  that  Bei j ing  is  c lear ly  conscious  tha t  the  Uni ted 
States  re ta ins  i t s  naval  dominance  in  waters  tha t  convey the  s tuff  of  
Chinese  economic  development .   No less  a  f igure  than Pres ident  Hu 
J intao  rout inely  speaks  of  the  Malacca  di lemma or  the  Malacca  
predicament  that  ar ises  f rom th is  naval  dominance and i t s  economic  
repercuss ions .  
 At  th is  point ,  I  should  in ter jec t ,  th is  a l l  sounds  ra ther  gr im,  but  
as  a  panel  of  senior  exper ts  up a t  the  Naval  War  Col lege shaping U.S.  
mar i t ime s t ra tegy has  concluded,  no  nat ion has  any obvious  incent ive 
a t  present  to  d isrupt  the  f low of  shipping or  v i ta l  resources  through 
these  waters .   I  would  caveat  my analys is  wi th  that  ra ther  than sound 
too gr im about  the  whole  s i tua t ion.  
 Nonetheless ,  i t  i s  fa i r  to  say that  China  i s  increasingly  re luctant  
to  ent rus t  the  secur i ty  of  shipping and thus  i t s  economic development  
to  what  i t  sees  as  the  uncer ta in  goodwil l  of  the  Uni ted  Sta tes .  
 So what  can i t  do  as  i t  looks  to  the  South  and Southwest?   Fi rs t ,  
as  my col league Toshi  Yoshihara  wi l l  show in  a  few minutes ,  Chinese  
off ic ia ls  are  a t tempt ing to  bui ld  up sof t  power  in  regions  adjoining 
vi ta l  sea  communicat ions .   Unt i l  and unless  Bei j ing decides  to  amass  
hard  naval  power ,  manifes ted  in  ships  and the usual  implements  of  
mi l i tary  power ,  in  South  and Southeast  Asia ,  the  sof t  power  or  what 's  
been ca l led  "a  smi l ing  d iplomacy"  affords  China  the  abi l i ty  to  cour t  



 

 

inf luence now,  to  ease  concerns  tha t  a  fu ture  mi l i tary  bui ld-up in  the  
region might  provoke,  and to  help  Bei j ing begin  to  s take  i t s  c la im to  
the  s ta tus  of  the  leading guarantor  of  sea  lane  secur i ty  in  these  waters .  
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 How China 's  fe l low Asian nat ions  wi l l  receive  China 's  charm 
offens ive remains  an  open quest ion as  Toshi  wi l l  d iscuss  in  a  few 
minutes .  
 Secondly ,  China  has  begun to  negot ia te  bas ing agreements  in  
Southeas t  Asia  and in  par t icular  South  Asia ,  the  much discussed 
"Str ing of  Pear ls ."   I  would argue that  i t ' s  laying the  groundwork of  
mi l i tary  infras t ructure  for  a  fu ture  bui ld-up of  naval  power  in  these 
regions ,  again ,  should  Bei j ing see  the  need for  such a  bui ld-up.  
 Two caveats  are  in  order .   Fi rs t ,  whether  the  "St r ing  of  Pear ls"  
represents  a  coherent  Chinese  s t ra tegy to  me remains  an  open quest ion.  
Whi le  Chinese  analys ts  and pol icymakers  have adopted the  l ingo,  i t ' s  
very  d i f f icul t  to  f ind  in  the  l i terature  references  that  would  suggest  
th is  i s  a  concer ted  campaign to  add th is  component  to  Chinese  sea  
power  to  i t s  south .  
 And for  the   second caveat ,  the  va lue  of  these  prospect ive  bases  
i s  less  I  would  argue  than i t  might  seem.   Gwadar  in  western Pakis tan,  
which has  garnered a  lo t  of  d iscuss ion,  i f  you analyze  the  base  
according to  the  Mahanian indices  of  pos i t ion ,  s t rength and resources ,  
i t  becomes apparent  that  the  posi t ion is  qui te  perhaps  not  what ,  does  
not  add as  much value  as  you might  th ink because  the  Uni ted  Sta tes  
can outf lank Gwadar  s imply by being in  the  Pers ian  Gulf .  
 S t rength .   I t  s i t s  on a  narrow peninsula .  And resources  seem 
scant .   So the  por t  would  be  h ighly  vulnerable  to  bombardment  f rom 
the  sea .   I t ' s  a lso  not  apparent  to  me that  Pakis tan  would  permit  the  use  
of  th is  resource  on which i t s  own economic development  h inges  in  war  
t ime.  
 Third ly ,  as  an  e lement  of  Chinese mar i t ime s t ra tegy,  many 
Chinese  th inkers  and pol icymakers  urge  the i r  leadership to  bui ld  up  the  
f inal  p i l lar ,  which Alfred  Thayer  Mahan discussed,  of  sea  power ,  
namely  a  powerful  ocean-going Navy.   This  need not ,  I  would  argue,  be  
a  Navy that  c losely  resembles  our  own.   I  th ink th is  i s  one  place  I  
would  take  issue  a  l i t t le  b i t  wi th  most  analyses .  
 What  wi l l  be  some determinants  of  Chinese  success  in  the  Indian 
Ocean?  On the  grand s t rategic  level ,  f i r s t ,  asser t ing  a t  least  a  measure  
of  control  over  the  China  Seas  and regaining control  of  Taiwan to  
Bei j ing 's  sa t i s fact ion wi l l  be  essent ia l  to  any southern and 
southwestern  s t ra tegy.  
 How Bei j ing fa i rs  in  th is  effor t  wi l l  c lear ly  inf luence  China 's  
abi l i ty  to  refocus  energy in  South  Asia  and Southeas t  Asia .  
 Secondly ,  China  confronts  another  power  as  i t  moves  in to  these 
regions  that  has  i t s  own ideas  about  who should  be  number  one in  the  



 

 

Indian Ocean.  Namely,  India .   India  holds  considerable  reserves ,  a  sof t  
power  of  i t s  own.   Also ,  i t  has  a  powerful  navy including a i rcraf t  
carr iers  and i t  has  made naval  d iplomacy one of  the  core  miss ions  of  
i t s  mar i t ime forces  s igni fying i t s  apprecia t ion of  the  value  that  
mar i t ime forces  br ing to  d iplomacy and sol id i fying the  nat ion 's  
reputa t ion as  a  good neighbor .  
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 And th i rd ly ,  turning to  hard  power ,  i f  China  can mount  what  the  
MIT scholar  Barry  Posen would  cal l  a  contested  zone in  i t s  home 
waters ,  even despi te  i t s  overal l  infer ior i ty  to  the  Uni ted  Sta tes ,  then 
you could  cer ta in ly  see  India  doing th is ,  pul l ing the  same feat  off  in  i t s  
own home waters  should  China  a t tempt  to  bui ld  up hard  naval  power  in  
India 's  backyard .  
 Now,  moving down to  the  opera t ional  and force  s t ructure  level ,  
jus t  two f inal  observat ions  are  in  order .   Fi rs t ,  to  what  extent  wi l l  
p la t forms bui l t  or  acquired  for  a  Taiwan cont ingency be  t ransferable  to 
a  s t ra tegy in  the  Indian Ocean?  How far  these  pla t forms-- i t  remains  an  
open quest ion how easi ly  these  things  can be  t ransferred to  a  southern  
s t ra tegy.  
 And secondly ,  a  naval  bui ld-up need not  lead to  a  PLA Navy that  
looks  l ike  our  own a i rcraf t  carr iers- -perhaps  not ,  and so  for th .   I  would  
be  wi l l ing to  address  this  fur ther  in  the  remarks .  
 And f inal ly ,  I  would  s imply c lose  that  Chinese  capabi l i t ies  wi l l  
not  match Chinese  in tent ions  in  the  region any t ime soon.   I  would  
argue that  China 's  re la t ive weakness  in  this  area affords  Washington 
and perhaps  New Delhi  as  wel l  the  abi l i ty  to  begin  fashioning a  
mar i t ime par tnership  wi th  Bei j ing  that  helps  defend mutual  in teres ts  
a long these  sea  lanes .  
 Thank you.  
[The s ta tement  fo l lows:] 6 
 
      VICE CHAIRMAN BLUMENTHAL:  Thank you very  much.   Dr .  
Yoshihara .  
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 DR.  YOSHIHARA:  Members  of  the  Commiss ion,  thank you very  
much for  invi t ing  me to  th is  hear ing.   I t  i s  t ru ly  an  honor  to  be  here .   
What  I 'm about  to  present  i s  my personal  v iew and does  not  necessar i ly  
represent  the  view of  the  Naval  War  Col lege ,  the  U.S.  Navy or  the  
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 The premise  of  my argument  i s  that  forceful  advocates  in  China  
are  a l ready looking beyond Taiwan as  a  naut ica l  problem due to  i t s  
energy dependence and percept ions  of  increas ing vulnerabi l i ty  to  sea  
lane  disrupt ion by host i le  powers ,  par t icular ly  the  Uni ted  Sta tes .  
 At  the  moment ,  China  does  not  have the  wherewi thal  to  influence 
mar i t ime events  wi th  i t s  mi l i ta ry power .   Consequent ly ,  i t  has  re l ied  
pr imar i ly  on economic  inducements  and i t s  growing sof t  power  to  
shape the  regional  l i t tora l  environment ,  par t icular ly  in  Southeast  Asia .  
 My focus  today is  on how the  Chinese  have leveraged th is  sof t  
power  to  create  favorable  s t ra tegic  condi t ions  tha t  mi t igate  
vulnerabi l i t ies  to  sea  lane  disruption and create  opportuni t ies  for  i t s  
longer- term mari t ime ambi t ions .  
 China  a l ready boasts  a  s izable  lead in  three  key dimensions  of  
sof t  power  in  Southeas t  Asia .   The appeal  of  i t s  cul ture  and his tory ,   
i t s  apparent ly  successful  development  model ,  and i t s  ins is tence on 
non- interference  have a l l  gained t rac t ion in  the  region.  
 I t  i s  in  th is  context  of  widespread goodwil l  tha t  China  has  spun a  
h is tor ica l  narrat ive to  bols ter  i ts  image and credibi l i ty  on the  h igh 
seas .   Given the  pauci ty  of  China 's  seaborne act iv ism in  h is tory ,  the  
Chinese  have la tched on to  a  mar i t ime f igure  tha t  has  long fasc inated 
observers  in  the  West .   Admira l  Zheng He,  who commanded seven 
voyages  of  t rade  and discovery in  Southeas t  and South  Asian and even 
East  Afr ican waters  s ix  centur ies  ago,  has  become a  k ind of  a  poster  
chi ld  for  Chinese  diplomacy.  
 His  exploi ts  have  empowered Chinese  diplomats  to  shape 
regional  expecta t ions  of  China 's  reent ry  into  the  naut ica l  arena .   
Indeed,  top  leaders  inc luding Pres ident  Hu J in tao and Premier  Wen 
J iabao have repeatedly  referenced Zheng He a t  publ ic  events  to  use  the  
pas t  as  a  prologue to  China 's  r i se .  
 What 's  the i r  message?   F i rs t ,  China boasts  a  proud seafar ing 
his tory  and thus  China 's  ent ry  into  the  mar i t ime domain  i s  nothing new 
and not  to  be  feared.  
 Second,  China 's  technological  prowess  far  surpassed European 
counterpar ts  in  i t s  t ime,  implying tha t  i t s  naval  bui ld-up is  not  an 
anomaly .  
 Third ,  Zheng He 's  voyages  are  invar iably  por t rayed as  peaceful  
and benevolent ,  f i t t ing  into Chinese  declara t ions  of  a  peaceful  r ise  
today.   
 Four th ,  on a  re la ted  point ,  China 's  benign encounters  wi th  local  
popula t ions  are  compared agains t  the  rapaciousness  of  Western  
imper ia l i sm.    
 The bot tom l ine ,  China  i s  a  more  t rus tworthy s teward of  
mar i t ime secur i ty  in  Asia  than any power ,  especial ly  the Uni ted  States ,  



 

 

could  ever  be .  
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 What  are  the  object ives  of  th is  message?   They bestow 
legi t imacy on China 's  naval  aspi ra t ions  in  Southeas t  and South  Asia ,  
mol l i fy ing l i t toral  na t ions skept ical  of  Chinese pretens ions  and 
undercuts  America 's  c la im to  ru le  the  waves  in  the  region.   By 
assuaging regional  anxie t ies  about  China 's  r i se ,  Bei j ing is  seeking to  
fos ter  percept ions  tha t  the  nat ion 's  re turn  to  the  naut ica l  arena  i s  not  to  
be  feared but  ra ther  embraced.   This  in  ef fect  could  fores ta l l  U.S.  or  
Asian opposi t ion to  i t s  b id  for  sea  power  whi le  aver t ing the  r i se  of  a  
balancing coal i t ion that  might  oppose  Bei j ing 's  in teres t  in  secure  
shipping lanes  and i t s  des i re  perhaps  for  regional  pr imacy.  
 Bei j ing  bel ieves  tha t  such a  permiss ive  mar i t ime environment  
would  enable  China  to  extend i t s  naval  reach wi th  grea ter  ease  should 
i t  see  the  need to  do so  over  the  longer  term for  energy secur i ty  
purposes .  
 What  are  the  impl ica t ions?   Wel l ,  China  is  c lear ly  determined to  
enter  the  waterways  to  i t s  immedia te  south  and eventual ly  to  the  Indian  
Ocean.  China  wi l l  re ly  on sof t  power  and other  forms of  inducements  
unt i l  i t s  mi l i tary  capabi l i t ies  match i t s  longer- term securi ty  object ives .  
 This  i s  having a  c lear  effect  on Southeast  Asian nat ions  who 
apparent ly  welcome th is  message  and have a l ready acquiesced to  
var ious Chinese  fore ign pol icy  ini t ia t ives .  
 But ,  we need not  inf la te  or  overreact  to  th is  sof t  power  act .   
China  is  hobbled by a  cr i t ica l  def ic i t  in  i t s  sof t  power .   I t s  pol i t ica l  
values  are  anathema to  many in  the  region and undermine i t s  
legi t imacy and credibi l i ty .  
 F inal ly ,  the  Uni ted  States  i s  in  a  posi t ion to  convey a  far  
s t ronger  message as  i t  i s ,  in  pract ice ,  producing real  tangible  mar i t ime  
secur i ty  benef i t s  to  the  region.   
 In  conclus ion,  I 'd  l ike  to  end wi th  a  few fol low-on quest ions .   
F i rs t ,  i s  sof t  power  a  zero  sum game?  In  o ther  words ,  are  ga ins  in  th is  
area  for  China  necessar i ly  a  loss  for  the  Uni ted  Sta tes?  My current  
reading is  that  the  Chinese  leadership does ,  in  fac t ,  see  sof t  power  in  
grea t  power  and compet i t ive  terms.  
 Second,  how uncondi t ional  i s  Chinese  sof t  power?   China  has  
drawn c lear  l ines  in  the  South  China  Sea ,  for  example ,  par t icular ly  
wi th  regard  to  energy secur i ty  i ssues  where  soft  power  apparent ly  does  
not  extend to .   Recent  spats  wi th  Vietnam seem to  conf i rm th is .   This  
suggests  a t  leas t  some level  of  br i t t leness  to  Chinese  sof t  power .   
 Third ,  to  what  extent  i s  the  sof t  power  an  in tegral  par t  of  a  
broader  mar i t ime s t ra tegy?  Are  there  l inkages  to  Chinese  a t tempts  to  
develop s t ra tegic  t ies  and presence a long the  so-cal led  "Str ing of  
Pear ls"?  
 Are  the  Chinese  consciously us ing these  forays  to  open the  way 



 

 

for  naval  power  project ion in to  the  Indian Ocean region down the  
road?  
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 Four th ,  I  have pr imar i ly  focused on the  supply  s ide  of  soft  power  
f rom China .   So i t  i s  wor thwhi le  to  s tudy the  rec ipients  of  sof t  power .   
Given the  divers i ty  of  the  region,  such analys is  wi l l  necessar i ly  have 
to  disaggregate  the  nat ions in  the  region.   How are  Southeast  Asian 
s ta tes  evaluat ing Chinese  sof t  power?  
 Are  they rea l ly  taking th is  message a t  face  value?   I f  so ,  do they 
have a  Plan B i f  they are  wrong about  Chinese  in tent ions?   And i f  not ,  
what  k ind of  a  hedging s t ra tegy are  they pursuing?  
 Final ly ,  why is  there  such a  s tark  d i f ference  between the  
abundance of  sof t  power  dynamics  in  the  South  China  Sea  region and a  
complete  absence  of  sof t  power  in  the  Eas t  China  Sea  where  China  and 
Japan have ter r i tor ia l  d isputes?   Behind the  disputes  over  in ternat ional  
law,  energy resources ,  the  h is tory  quest ion,  and a lso  operat ional  
considerat ions  re la ted  to  Taiwan,  are  there  broader  l inkages that  t ie  
Chinese  d iplomacy in  Southeast  Asia  to  Northeast  Asia ,  par t icular ly  
wi th  regard  to  Japan?  
 Hopeful ly ,  this  se t  of  prel iminary quest ions  wi l l  engage scholars  
and pract i t ioners  a l ike  and form a  basel ine  for  fur ther  analys is .  
 Thank you very  much.  
[The s ta tement  fo l lows:] 7    
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Mr.  Herberg.  
 

STATEMENT OF MR. MIKKAL E.  HERBERG 
RESEARCH DIRECTOR, ASIAN ENERGY SECURITY PROGRAM, 

THE NATIONAL BUREAU OF ASIAN RESEARCH,  
SEATTLE, WASHINGTON 

 
 MR.  HERBERG:  Let  me say thank you a lso  to  the  Commiss ion 
for  invi t ing me to  speak to  such an important  group.   I t ' s  a  p leasure  
and an  honor .   I 've  been asked to  d iscuss  a  couple  of  i ssues .   One,  what  
i s  China 's  approach to  energy secur i ty  and is  tha t  impeding or  
suppor t ing energy cooperat ion global ly?  
 And second,  make some comments  about  China 's  energy re la t ions  
wi th  i t s  cent ra l  Asian over land neighbors  in  p ipel ine  issues  and the  
geopol i t ica l  impl icat ions  of  those  two.   
 I ' l l  s tay  in  my lane  on these two issues  ra ther  than venture  in to  
mar i t ime issues ,  which can best  be  covered by the  other  two panels .    
 Energy secur i ty ,  i t  goes  wi thout  saying is  a  ext remely  important  
economic  and pol i t ica l  i ssue  for  the  Chinese  leadership .   They 're  
desperate ly  worr ied  that  energy shor tages  wi l l  undermine economic  

 
7 Click here to read the prepared statement of Prof. Toshi Yoshihara 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/yoshihara_testimony.pdf


 

 

growth and the  job creat ion machine ,  and that ' s  what  keeps the  
leadership  awake a t  n ight  worrying about  tha t  job  creat ion machine .  
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 The energy supply  and the  demand gap is  s ignif icant  in  China  
across  a lmost  a l l  fuels  and the  gap in  o i l  i s  par t icular ly  but  in  the  long 
run natura l  gas  and even coal  supply  shor tages  are  going to  become 
much more  s igni f icant .  
 This  has  led  to  a  percept ion,  i f  you t ry  to  ca tch  the  a tmosphere  in  
Bei j ing tha t  energy in  a  sense i s  to  important  to  be  lef t  ent i re ly  to  the  
markets .   Energy is  too much of  a  s t ra tegic  commodi ty  determining the  
di rec t ion of  the  Chinese  economy.  
 China’s  overseas  s t ra tegy is  based upon the  percept ion that  
there 's  a  grea t  dis t rust  of  markets  and the  abi l i ty  of  the  markets  to  
del iver  re l iable  suppl ies  a t  reasonable  pr ices .   There 's  a  percept ion in  
Bei j ing that  the  U.S.  controls  global  oi l  markets  or  has  a  great  
inf luence over  those  markets  and might  use  energy to  weaken China ,  
conta in  China .  
 Moreover ,  Bei j ing’s  leadership  feel  l ike  they ' re  p laying ca tch-up,  
that  their  na t ional  oi l  companies  are  not  s t rong compet i tors  for  the  b ig  
in ternat ional  o i l  companies .   And thei r  response  has  been th is  go-out  
s t ra tegy or  go-out  campaign i s  a  bet ter  term for  i t ,  which i s  rea l ly  a  
loosely  coordinated program of  investments  by the  nat ional  o i l  
companies ,  over land pipel ine  development  proposals ,  and 
divers i f ica t ion of  suppl ies  g lobal ly .   I  won ' t  e laborate  s ince  i t  has  been 
discussed many other  p laces .  
 Al l  these  th ings  combined provide  a  s t rong ra t ionale  for  
in tervent ion by the  government  in  the  g lobal  energy inves tment  
process ,  and give  the  s t ra tegy a  very  mercant i l i s t  cast .  
 The impl ica t ion is ,  that  Bei j ing’s  energy s t ra tegy has  been up to  
now a  re la t ively  go- i t -alone approach,  much more  b i la teral  than 
mul t i la tera l ,  a  much more  pol i t icized approach to  energy supply 
secur i ty  in  the  future .   I t  tended to  pol i t ic ize  the  global  market  
environment  for  supply  secur i ty ,  to  help  contr ibute  to  the  zero  sum 
atmosphere ,  we see  par t icular ly  in  Asia  over  compet ing for  suppl ies .   
I 'm afra id  the  U.S.  to  some extent  has  been pul led  in to  this  more  
pol i t ic ized approach,  as  wel l .  
 This  has  meant  a  l imi ted  commitment  by Bei j ing  to  mul t i la teral  
in ternat ional  approaches  to  energy cooperat ion.   Bei j ing’s  domest ic  
approach to  energy pol icy  a lso  has  l imi ted  prospects  for  energy 
cooperat ion wi th  o ther  countr ies  on eff ic iency and other  reforms,  
because  Bei j ing hasn ' t  focused much on eff ic iency.  
 I  think tha t ' s  where  we are  today or  where  Bei j ing has  been on 
energy secur i ty  s t ra tegy unt i l  recent ly .   —However ,  I  th ink there  are  
very  important  s igns  of  change in thei r  approach toward a  more  
cooperat ive  approach to  energy secur i ty  in ternat ional ly .  



 

 

 There  are  severa l  reasons for  this .   F i rs t ,  there  i s  growing 
evidence that  Bei j ing  i s  concluding that  th is  equi ty  s t ra tegy,  
ownership ,  the  f ixat ion on control  of  barre ls  i s  not  going to  g ive  them 
the  kind of  energy secur i ty  tha t  they ' re  looking for  in  terms of  secure  
suppl ies  of  o i l .   Oi l  demand is  s imply  r i s ing too fas t  for  them to  keep 
up wi th  a  s t ra tegy focused on ownership  and control .  For  example ,  
demand for  impor ts  of  o i l  a re  r i s ing a t  f ive  t imes  the  ra te  that  they ' re  
adding equi ty  barre ls .   So that ' s  focus  on ownership  ra ther  than access  
i s  s imply not  going to  work,  and they ' re  beginning to  rea l ize  th is  in  
Bei j ing .  
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 Second,  there 's  a  rea l iza t ion among energy pol icy  advisors  in  
Bei j ing that  these  nat ional  o i l  company investments  abroad don ' t  
necessar i ly  need extens ive  s ta te  suppor t  and,  moreover ,  may not  be  
synonymous wi th  s ta te  in teres ts  a l l  the  t ime.   There  is  a  growing  
percept ion  that  these  companies  are  get t ing in  p laces  that  compl ica te 
o ther  impor tant  s t ra tegic  re la t ionships  and issues ,  and moreover ,  tha t  
the  companies  don ' t  need the  subsidies  and extensive  di rec t  s ta te  
suppor t  to  be  compet i t ive .   What  China  rea l ly  needs  is  compet i t ive  oi l  
na t ional  companies  and this  doesn ' t  require  the  equi ty  s t ra tegy they 
have been pursuing.  
 Third ,  the  zero  sum atmosphere  of  compet i t ion  for  energy 
suppl ies  i s  creat ing col la tera l  problems in  key fore ign pol icy  areas  for  
China ,  par t icular ly  in  s t ra tegic  re la t ions  wi th U.S and wi th  Japan.   
Those  are  the  two most  obvious  cases ,  and f rom the  point  of  v iew of  
the  Foreign Minis t ry  and the fore ign pol icy  and s t ra tegic  pol icymakers ,  
the  companies  are  get t ing  China  into  a  lo t  of  p laces  and a  lo t  of  i ssues  
which are  damaging these  col la tera l  re la t ionships ,  which are  very 
impor tant  for  them in  the  long run.  
 A f ina l  fac tor  i s  tha t  there  i s  a  new focus  in  Bei j ing on energy 
eff ic iency,  conservat ion,  technology and the  environment ,  and that  
opens  the  door  for  cooperat ion in  many ways  wi th  the  U.S. ,  Japan,  the  
IEA,  and others .   I t ' s  a  door  tha t  s imply  wasn ' t  very  open in  the  pas t  
because  China’s  leadership wasn’ t  focused on those  i ssues .  
 So I  think there  i s  a  lo t  of  evidence  in  China’s  recent  discuss ions 
wi th  the  IEA,  the  b i la tera l  energy and s t ra tegic  economic dia logues  
wi th  the  U.S. ,  wi th  Japan and other  countr ies  that  they 're  beginning to  
take  a  more  cooperat ive  pos ture  over  t ime to  mul t i la teral ize  the i r  
approach to  energy secur i ty .  
 I  th ink i t ' s  a  l i t t le  premature  to  say Bei j ing has  decis ively  
changed i t s  previous  “go i t  a lone”  mental i ty  on energy secur i ty ,  but  I  
th ink they ' re  moving in  that  d i rect ion very c lear ly .   The real  quest ion 
i s  the  pace  a t  which they are  moving in  this  d i rect ion,  and this  i s  
where  I  th ink i f  the  U.S.  can engage more  effec t ively  wi th  China on 
our  common energy secur i ty  concerns ,  we can encourage  tha t  move 



 

 

towards  market  solut ions  and cooperat ion as  a  solut ion to  the i r  
concerns  over  energy secur i ty .   So we need to  redouble  our  ef for ts  to  
engage China .   
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 A few words  are  in  order  on the  i ssues  re la ted  to  China  and 
Centra l  Asian over land pipel ine  developments  and geopol i t ics .   China  
sees  these  countr ies ,  Kazakhstan,  Centra l  Asia ,  Russ ia ,  as  key sources  
of  d ivers i f ica t ion for  supply  routes  to  reduce thei r  dependence on 
seaborne  impor ts  f rom the  Mideast ,  Afr ica  and other  places .   This  i s  
c losely  re la ted  to  the  “Malacca  di lemma” that  was  ment ioned in  ear l ier  
tes t imony.  
 For  China ,  over land pipel ine  routes  are  a  major  potent ia l  
d ivers i f ica t ion of  suppl ies  and Bei j ing has  been working ass iduously 
for  the  las t  decade  to  t ry  to  develop energy t ies  wi th  Cent ra l  Asia  and 
wi th  Russia .   I  think i t ’s  fa i r  to  say they 've  been far  more  successful  
wi th  Kazakhstan than Russ ia  on that .   They current ly  receive  roughly  
200,000 barre ls  a  day of  o i l  f rom Kazakhstan through a  new pipel ine  to  
China  completed  in  2006.   That  wi l l  grow to  400,000 in  the  next  few 
years  as  the  p ipel ine  as  expanded.  
 They have a lso s igned a  s t ra tegic  energy a l l iance  wi th 
Kazakhstan.   China’s  nat ional  o i l  companies  now account  for  a  quar ter  
of  Kazakhstan 's  o i l  product ion cont rol led  through equi ty  inves tments  
by thei r  o i l  companies .   So there 's  a  ser ies  of  s t rong energy t ies  and 
th is  suppor ts  s t rong s t ra tegic  t ies  between China  and Kazakhstan .  
 There  are  c lear ly  tensions in  this  energy re la t ionship ,  but  s t i l l  a  
fa i r ly  s t rong par tnership  has  emerged.   
 Al ternat ive ly ,  S ino-Russian re lat ionships  on energy have been 
tor tured,  undermined by suspic ion,  and s ta l led  by capr ic ious  Russian 
energy pol ic ies .   China  current ly  does  receive  roughly  250,000 barre ls  
a  day of  o i l  by  ra i l  f rom East  Siber ia .   Bei j ing would  l ike  a  lo t  more ,  
but  the  Russ ians  have not  been very  cooperat ive .   The oi l  p ipel ine  that  
was  to  be  bui l t  may be  bui l t  to  the  Chinese;  i t  may not  be  bui l t .  
 Natura l  gas  suppl ies ,  which Pres ident  Put in  and the  Russ ians 
have promised China  over  and over  again ,  are  s imply not  moving 
forward as  the  Russ ians  fa i l  to  move on bui ld ing the  necessary  
pipel ines .   There  are  o ther  energy tens ions  between Russ ia  and China 
over  the i r  compet i t ion  to  access  and control  fu ture  Central  Asian gas  
suppl ies .   Consequent ly ,  energy has  become as  much a  source  of  
tens ion between Russ ia  and China  as  i t ' s  been a  source  of  new t ies .   So 
I  th ink that ' s  a  very  t roubled rela t ionship  in  terms of  energy.  
 As  to  how much over land pipel ine  routes  could  help  China  meet  
i t s  fu ture  o i l  impor t  needs ,  in  the  long run,  one  to  two mi l l ion barre ls  a  
day could  f low from Centra l  Asia  and Russ ia  combined to  China .   Two 
mil l ion  barrels  per  day would  be  the  h igh end of  the  reasonable  
es t imates .   I t ’s  wor th  consider ing that  th is  would  be   15  to  20 years  



 

 

f rom now when China  wi l l  be  impor t ing ten  to  12 mi l l ion  barre ls  a  day.  
So the  scale  of  China 's  o i l  demand growth and import  demand is  such 
that  a l though Centra l  Asia /Euras ia  can be  a  hedge,  i t  can  be  a  par t  of  
d ivers i f ica t ion effor t ,  wi l l  remain deeply dependent  on seaborne 
suppl ies  from par t icular ly  the  Mideast  for  the  foreseeable  fu ture .  
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 So  wi th tha t ,  I  think I ' l l  s top and leave i t  open i t  for  quest ions .  
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Mikkal  E.  Herberg 
Research Director,  Asian Energy Security  Program, 

The National  Bureau of  Asian Research,   
Seatt le ,  Washington 

 
I first would like to thank the members of the Commission for the opportunity to testify to this important 
group.  It is an honor and a privilege. 
 
I have been asked to speak about China’s approach to securing its energy supplies and implications.  I will 
focus mainly on the first two issues for our panel since there are two other panelists much more qualified to 
discuss China’s maritime security policy: 
 

• What is China’s approach to securing future energy supplies and does this encourage or impede 
cooperation among countries to promote secure and stable supplies globally? 

• How have China’s relationships with it land-based neighbors been influenced by its increasing 
energy consumption and how will the development of oil and gas pipelines influence China’s 
access to petroleum?  What new security challenges for China and the U.S. will arise from this 
development? 

What is China’s Approach to Energy Security? 
The global energy emergence of China reflects the enormous scale of its rising oil demand and Beijing’s 
increasingly active strategic diplomacy designed to secure future energy supplies.  China is now the second 
largest oil consumer in the world and the third largest oil importer, accounting for roughly one-quarter of 
the growth in world oil demand during the past decade. China’s three national oil companies (NOCs) have 
become important new players on the global oil industry scene and China is now a major factor in world oil 
demand and prices, production prospects in key energy-exporting countries, and the global oil industry 
competitive rules of the game.  Energy ties abroad are expanding Beijing’s diplomatic reach in key energy-
producing regions and China’s efforts to secure energy supplies and transport routes around the world and 
are increasingly affecting the shape and tenor of China’s diplomatic ties and rivalries globally. 
 
Energy security has become a critical political and economic concern for Beijing’s leadership for several 
inter-related reasons. First, at a visceral level, China’s leaders fear that domestic energy shortages and 
rising energy costs could undermine the country’s economic growth and thus seriously jeopardize job 
creation. For a regime that increasingly stakes its political right to rule on economic performance and rising 
standards of living, the threat of economic stagnation raises real risks of social instability, which could in 
turn threaten the continued political monopoly of the Chinese Communist Party (CCP). Hence, energy 
security is a strategic domestic political concern for the leadership. Beijing also has been alarmed, like 
other oil importing governments around the world, by the huge rise in global energy prices over the past 
four years and the increasing specter of long-term global oil “scarcity.” 

  
China’s strong economic growth is spurring a concomitant rise in energy demand that is outstripping 
domestic energy supply and infrastructure capabilities. This supply-demand gap will become more acute 



 

 

over time and, in this regard, oil is a particularly sensitive problem. Over the next fifteen years, oil demand 
is expected to roughly double. By 2020 China will likely import 70% of its total oil needs and will become 
heavily dependent upon the Arabian/Persian Gulf to supply a large share of its future oil needs, and an 
increasing share of China’s oil imports will have to transit vulnerable maritime choke points.  Other 
significant shares will be coming by tanker from Africa, by pipeline and rail from Russia, and by pipeline 
from Central Asia. More than 50% of China’s oil will have to transit the Malacca Straits.  Added to 
insecurity over future tanker seaborne supplies, China has growing concerns about the reliability of Russia 
as a future energy supplier as well as seeing itself in competition with Japan, South Korea, and India for 
access to those potential Far East Russian energy supplies. 
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The same long-term trends are likely to hold for China’s natural gas needs, although import dependence 
will probably accelerate only after 2010. The U.S. Department of Energy forecasts that natural gas imports 
from Southeast Asia, the Persian Gulf, Africa, and Russia will account for 40% of China’s gas needs by 
2025.  
 
In short, China’s domestic energy supply-demand gap poses serious challenges to ongoing rapid economic 
growth. As this problem becomes more acute over time, energy imports will play an increasing role in 
China’s economy.  Consequently, energy security has increasingly become an issue of the “high politics” of 
national security, not just the “low politics” of domestic economic policy. 
 
For Beijing today, energy security has become too important to be left entirely to the markets.  In response, 
Beijing has adopted an approach called the “Go-Out” strategy, a loosely coordinated range of efforts aimed 
at reducing China’s vulnerability to future oil supply and price shocks. Briefly, the main elements of the 
go-out strategy include a more active, energy-centric form of commercial diplomacy by Beijing’s leaders in 
the key energy exporting regions, combined with a more commercially-driven expansion of  China’s three 
major NOCs—CNPC, Sinopec, and CNOOC—to secure equity investments in oil and gas fields abroad, 
with an emphasis on physical control over oil supplies.  Additionally, the NOCs are pursuing a diversified 
slate of long-term crude oil supply market contracts and liquefied natural gas [LNG] supply contracts from 
a broad range of exporters to meet future needs. A further aspect of this loosely coordinated effort is 
Beijing diplomacy and NOC investments to promote development of new overland oil and natural gas 
pipelines that will diversify future transport routes for energy imports.  

 
China’s NOCs have acquired growing equity oil stakes and signed long-term crude oil supply contracts in 
the Arabian/Persian Gulf, anchored by growing involvement in Iran’s oil and gas sector and more recently 
by growing energy and diplomatic ties with energy giant Saudi Arabia. China’s focus on Central Asia has 
centered on the acquisition of sizeable equity oil stakes in Kazakhstan that will be shipped via a long-
distance pipeline currently being built to western China. Russia has become an important crude oil supplier 
through its rail shipments to northeastern China, and has plans to build both crude oil and natural gas 
pipelines from East Siberia to China. China recently had its first success in establishing an equity oil 
position in Russia through the recent acquisition of Urdmurtneftgas. 
  
China’s NOCs have also built a large portfolio of oil stakes and supply contracts in Africa, centered on the 
NOCs’ largest equity production position in Sudan’s oil industry, along with growing investments and 
supply contracts with major West African oil exporters Nigeria and Angola. In the western hemisphere, 
China owns growing equity oil stakes in Canada’s western heavy-oil belt and is building ties with 
Venezuela. China has recently acquired equity investments through a major acquisition in Ecuador, and a 
strategic energy alliance with Brazil’s Petrobras. In Southeast Asia, China’s energy acquisitions and supply 
contracts are growing rapidly in Indonesian oil and LNG, Australian LNG and natural gas supplies, and 
potential oil pipeline deals with Myanmar.  
 
All told, China’s NOCs now have equity oil production overseas of roughly 500 thousand barrels per day 
(MBD), equal to approximately 15% of China’s oil imports. Beijing has signed “strategic” energy alliances 
of one sort or another with at least nine countries, including Iran, Sudan, Russia, Kazakhstan, Saudi Arabia, 



 

 

Brazil, and Venezuela. However, while seeking to expand its equity oil and state-to-state (or NOC-to-NOC) 
position, China still must rely on the open market for the vast majority of oil imports. 

 

 
 
 
  

- 108 -

 

 
The decidedly mercantilist cast of the go-out strategy reflects China’s sense of weakness and vulnerability 
regarding reliable access to energy supplies which has provided the rationale for significant state 
intervention and support.  This mentality has been strongly influenced by a general mistrust of global 
energy markets. China’s leaders believe they are facing an unstable and unforgiving global energy market 
that is dominated by sophisticated global oil companies, Western industrial countries, and unreliable and 
unstable-oil exporting countries. The market alone cannot be counted on to provide reliable oil supplies at 
reasonable prices.  This helps explain Beijing’s fixation on physical control of oil supplies through direct 
investment in the major producing countries, state-to-state cooperative agreements, and transport systems 
in which China has a stake.  
 
Second, distrust of energy markets has been aggravated by the perception that these markets are dominated 
by the United States, a perception that overlaps with concerns that the United States is out to exploit 
China’s energy weakness. U.S. strategic power in the Persian Gulf, the U.S. Navy’s control over critical 
energy transport sea lanes, and what is perceived to be the power of the U.S. in the global oil industry and 
institutions, drive a perception in Beijing that the United States exerts a powerful influence on global oil 
prices and flows. Strident rhetoric in the United States during the 2005 CNOOC-Unocal episode has 
reinforced the perception that the U.S. seeks to undermine China’s access to secure supplies and reinforced 
suspicions in Beijing that the U.S. saw energy as an arena of strategic competition and that the U.S. 
intended to use its strategic power and leverage over access to global energy supplies to weaken China.   
 
Third, in terms of energy sector capabilities, Beijing feels it is working from a position of weakness and 
must play “catch-up.” Excluded from the major institutions governing global oil cooperation (such as the 
IEA) and forced to rely upon NOCs that are relatively new and weak competitors in the dynamic global oil 
industry, China feels dominated by the large, powerful, and technologically sophisticated oil companies 
that Beijing feels help to defend the interests of Western industrial countries.  
 
All these factors combine to give a mercantilist character to China’s energy security drive and to Beijing’s 
rhetoric about its energy security concerns.   

Does Beijing’s Approach Encourage or Impede Cooperation? 
As described above, Beijing’s focus has been on a relatively “go-it-alone” approach to meeting its oil 
supply needs, with an emphasis on bilateral energy relations often including significant political, trade, and 
aid components, and reliance on investments abroad by its own state-owned NOCs to meet future oil 
security needs.  This has certainly contributed to a more politicized and competitive environment, both 
regionally in Asia as well as globally, regarding access to and control over long-term oil and gas supplies.  
It has added to the zero-sum atmosphere that exists among today’s oil importing and consuming countries.  
At the same time, Beijing has relegated regional or multilateral approaches to energy security to the back 
burner and often simply “lip-service”.     Moreover, in terms of domestic energy policy, Beijing until very 
recently has focused very little attention on energy conservation, improving energy efficiency, or reducing 
the rate of growth of oil and energy demand.  This has limited prospects for energy cooperation with the 
U.S. or other Asian countries on energy efficiency and demand management efforts. 
 
However, China’s approach to energy security shows some signs of evolving gradually toward a more 
cooperative posture for a number of reasons.  Most importantly, there is a growing perception among key 
policy advisors in Beijing that the current strategy is not fundamentally improving China’s energy security.  
Oil demand and need for oil imports is simply growing too quickly to be met effectively through equity 
investments by China’s NOCs and bilateral deals with producing countries.  Demand is growing roughly 
500 thousand barrels per day (MBD) annually, almost all of which will have to be met with imported oil.  
In five years China will be importing 6 million barrels per day (MMBD), compared to today’s 3.5 MMBD.  
At best, China’s NOCs expect to add perhaps a total of 500 MBD to their equity production in that five 



 

 

year period.  The realization is growing that China’s future oil supplies and security are ultimately tied to 
market access to crude oil rather than ownership of crude oil.  This inevitably is leading policy advisors in 
Beijing to suggest that policymakers begin focusing on the stability of the global oil market, stability of 
supplies, and unimpeded access to long-term contract crude supplies as the key to China’s energy security, 
rather than outright ownership and control.  Global market stability is impossible without international 
cooperation.  
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Related to this point, there is a growing sense in Beijing that the investment interests of China’s NOCs in 
expanding abroad are not necessarily synonymous with China’s national energy security interests.  For 
example, the reality is that most of the oil produced by China’s NOCs abroad is not shipped back to China, 
it is sold into the global market in the same way other global commercial oil companies do.  The crude 
shipped to China reflects its particular value in China’s refining system which needs mainly light, sweet 
crude.  There is growing discussion that, while China should have strong, globally-competitive national oil 
companies commensurate with other global powers, China’s energy security interests do not require heavy 
state support or unnecessarily controversial financial and diplomatic support for their NOCs.   
 
In broader foreign policy terms, there also seems to be some recognition that the atmosphere of zero-sum 
energy competition is creating serious and potentially unnecessary collateral foreign policy disputes with 
key powers, most importantly the U.S. and Japan.  While there remain suspicions about the long-term 
energy in intentions of both the U.S. and Japan, there are concerns among those responsible for China’s 
broader foreign policy interests that energy disputes are unnecessarily complicating these important 
diplomatic relationships. Moreover, there appears to be some growing realization that as China seeks to 
reassure other world powers that China’s rise will be peaceful and non-threatening to the world, that one 
area where China can begin demonstrating a more a responsible posture, a “responsible stakeholder”, is in 
the management of the global energy system.  
 
A final key change that is occurring in Beijing is a growing recognition that domestic energy policy in 
China, particularly regarding oil and coal use, needs to focus much more intently on energy conservation, 
improving efficiency, and demand-side reforms.  Energy policy has traditionally been heavily supply-side 
driven, which partly explains the emphasis on accessing oil supplies abroad rather than addressing rapidly 
rising demand domestically.  This is changing rapidly toward an understanding that demand cannot 
continue to grow on its current trajectory without disastrous environmental, infrastructural, and health 
consequences.  This opens the door widely to a new interest in international cooperation on energy.     
 
The result of all these underlying trends is that there appears to be the beginnings of a sense in Beijing that 
international energy cooperation is in China’s interest.  For example, China has become gradually more 
engaged and forthcoming with the IEA on its development of Strategic Petroleum Reserves.  In recent 
meetings it has suggested that it was favorably inclined on issues such as coordinating strategic stock 
releases with the IEA during global market disruptions.  This is new.  Last December, China convened a 
Ministerial-level meeting of the major Asian energy importing countries, including the U.S., Japan, South 
Korea, and India to discuss common approaches to the importing countries’ energy security concerns.  In 
recent bilateral meetings with the U.S., both the SED and the Energy Bilateral, China has expressed 
growing interest in energy cooperation with the U.S. on coal, natural gas, and oil issues. Beijing has also 
recently begun make new efforts to resolve energy disputes with Japan, in particular a long-running dispute 
over natural gas fields in the East China Sea.  Recent China-Japan bilateral energy discussions also made 
substantial new progress on cooperation on energy technology, efficiency, and energy/environmental 
issues.  In Southeast Asia, China has begun to show a more cooperative regional approach to maintaining 
the security of regional sea lanes and the Straits of Malacca from the threats from piracy and terrorism.  
 
It would be premature to say that China’s approach to energy security and energy cooperation has changed 
decisively from its “go-it-along” pattern of the past decade.  However, there are significant indications that 
policy is evolving toward a policy that recognizes that the stability of the global market and reliable 
transport flows are more important than trying to carve out its own secure energy supplies and supply-lines 



 

 

unilaterally.  As this develops, it is likely to lead to policies that increasingly support market stability 
through global and regional energy cooperation.  Consequently, it is vital that the U.S. re-double its efforts 
to engage China across the board on energy cooperation internationally and bilaterally in order to 
encourage the positive evolution of these policies. 
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Energy, Pipelines, and China’s Land-based Neighbors 
 
China sees its land-based neighbors in Eurasia as key sources of oil and natural gas supplies that can help 
diversify China’s growing dependence on these seaborne supplies of both oil and LNG.  Russia, 
Kazakhstan, and Turkmenistan are all potentially large suppliers of oil or natural gas to China and the rest 
of Asia and the logistics of pipeline transport favor much of that oil and gas moving to China.   
 
For this and many other strategic reasons, China has worked assiduously over the past decade to establish 
closer energy and diplomatic ties with Russia and the key Central Asian energy rich states.  Many analysts 
have expected energy to become one of the main sinews to cement a strong set of strategic ties between 
China and Russia and between China and Kazakhstan.  For the U.S., the idea that China and Russian 
strategic ties would strengthen as a result of a strong energy alliance raised questions of the implications of 
Eurasia’s two major powers increasingly closely aligned in policies potentially seeking to reign in U.S. 
power in influence in Asia and globally. 
 
In reality, energy investment and trade have indeed helped cement improving strategic relations between 
China and Kazakhstan.  China’s NOCs have acquired several major oil production assets since the mid-
1990s and now control nearly 25% of Kazakhstan’s crude oil production.  The first leg of a major oil 
pipeline from western Kazakhstan to China’s western border was completed last year and is currently 
delivering 200 MBD, with expansion plans to take the pipeline to 400 MBD over the next few years.  China 
also has signed a Strategic Energy Alliance with Kazakhstan.  In the next 20 years, it is possible that up to 
1MMBD of crude oil could flow to China by pipeline from Kazakhstan,.  However, market drivers suggest 
most of Kazakhstan’s crude is more likely to flow west through the CPC pipeline to the Black Sea with 
new supplies from the Kashagan offshore field due to come in the next several years going into an enlarged 
Baku-Ceyhan pipeline to the Mediterranean coast.  Both sides have also recently discussed a potential 
natural gas pipeline to China as Kazakhstan’s gas production ramps up over the next 5 years of field 
development.  All of this has led to a strong strategic relationship with Kazakhstan, encompassing energy 
cooperation, military cooperation, and growing trade and investment.   
 
However, the Sino-Russian energy relationship has been tortured and fraught with cross-currents of 
competition, suspicion, and Russian energy policy paralysis and, hence, has done little to bring the two 
Eurasian powers closer together, yet.  China has been receiving 250 MBD of crude oil delivered by rail 
over the past several years and these volumes are contracted to increase gradually, assuming Russia invests 
in expanding its Far Eastern rail capacity.  Russia has finally, apparently, begun to build a long-promised 
oil pipeline from Angarsk to a point near the Chinese border, but details on that remain very sketchy.  But 
Russia’s repeated promises to build gas pipelines to China have been stalled by the re-centralization and re-
nationalization of much of the oil and gas industry during the Putin era which has paralyzed major new 
projects in East Siberia and Sakhalin Island.  This includes both Sakhalin Island projects and the Irkutsk 
gas project in Eastern Siberia.  Second, even where the Kremlin has had unchallenged control of gas 
resources in Western Siberia, it has failed to follow-through on repeated promises, made as recently as 
March 2006 by President Putin in Beijing, to build a major West Siberian gas pipeline to China.  China has 
also been rebuffed several times when it tried to make equity investments in producing oil assets in Russia, 
only recently finally successful in gaining control of Urdmurtneftgas in a recent auction.  Finally, Russia 
has become a major obstacle to China’s hopes to access potential pipeline gas from Turkmenistan and 
Kazakhstan.  In a recent deal Russia has locked up large future supplies of gas from both countries to move 
north to Russia, which is likely to leave insufficient gas supplies to justify a gas pipeline east to China.   
 
So Sino-Russian energy relations have been rocky, at best, despite the natural strategic resource fit.  Over 



 

 

the long-run, however, the logic of more oil and gas moving from Russia to China are compelling and 
volumes are likely to grow.  The question is how much and at what pace of growth.     
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Therefore, in China’s straightforward energy security calculus, it is likely that Russia and Eurasia will be 
important future suppliers of both oil and gas and should help diversify China’s sources of oil and gas 
imports.  However, these supplies are likely to only marginally reduce China’s dependence on seaborne oil 
and gas imports.  Most forecasts suggest a range of oil exports from Kazakhstan over the next 20 years of 
possibly up to 1 MMBD, but more likely in the range of 500 MBD since most Kazakh oil exports are likely 
to move west to markets in Europe.  Russia could potentially export 1-2 MMBD to China in 20 years, but 
most likely in the 1 MMBD range given the somewhat less robust oil reserve picture in East Siberia and the 
Russian Far East.  Most likely combined would be in the 1.5-2.0 MMBD range in 20 years.  Alternatively, 
on current trends, in 20 years China is likely to be importing roughly 10-12 MMBD worldwide.  So an 
important source of supply and an important source of transport diversification, certainly, particularly as it 
will mainly be by overland pipeline rather than seaborne supplies.  Another small increment of oil imports 
could avoid the Malacca Straits through a proposed oil pipeline through Myanmar that may or may not get 
built. Nevertheless, China’s dependence on seaborne supplies from the west, mainly the Middle East, 
transiting the Malacca Straits will remain profound, accounting for a minimum of 70-75% of China’s oil 
imports.    
 
 

PANEL IV:  Discuss ion,  Quest ions  and Answers  
 

 VICE CHAIRMAN BLUMENTHAL:  Thank you a l l  very  much.   
I ' l l  take  the  f i rs t  ques t ion.   This  i s  for  Dr .  Holmes and i f  anyone e lse  
has  an  answer ,  I 'd  encourage that  as  wel l .  
 We heard  when we were  in  Bei j ing  a  commitment  to  some form 
of  an  ocean-going blue  water  navy.   We heard  i t  f rom the  PLA.   They 
were  qui te  open about  i t  in  the  ways  that  you descr ibed,  such as  
suppor t ing economic development  and so  for th .   There  were  s tor ies  
af terwards  tha t  Admira l  Keat ing heard  a  s imi lar  message .   I  wonder  
f rom your  perspect ive ,  and of  course  i t ' s  a  specula t ive  ques t ion,  but  i f  
i t ' s  not  the  k ind of  ocean-going navy that  we have or  tha t  we ' re  even 
used to ,  what  type  of  ocean--what  are  the  character is t ics  of  tha t  ocean-
going navy?   What  sor ts  of  things  wi l l  we see  more  of  in  te rms of  
developing that  capabi l i ty?  
 DR.  HOLMES:  As Yogi  Berra  sa id ,  predic t ion is  a lways  a  
d i f f icul t  th ing and especia l ly  when in involves  the  fu ture .   I f  you see  
China  achieve  what  I  would  descr ibe  as  i t s  premier  object ive 
geopol i t ica l ly ,  which would  be  set t l ing  mat ters  wi th in  the  f i rs t  i s land 
chain  of  which Taiwan of  course  i s  the  centerpoint  to  i t s  own 
sat is fact ion,  us ing i t s  current  mix of  capabi l i t ies ,  i f  indeed you do see  
China  turn  i t s  a t tent ion to  the  south  and to  the  southwest  towards  the  
Indian  Ocean,  you would  cer ta inly see  more  emphasis  on  nuclear  
submarines ,  capabi l i t ies  tha t  are  capable  of  longer  endurance a t  sea  
a long these  sea  l ines  of  communicat ion.  
 Land-based tac t ica l  a i rcraf t  are  of  l imi ted ut i l i ty  arguably  in  the  
Indian Ocean.   I  would  expect  to  see  a  b ig  push on combat  logis t ics  
f lee t ,  o i lers ,  ammuni t ion ships  and the  o ther  uni ts  tha t  a l low ships  to  



 

 

s tay  a t  sea  longer ,  pa t ro l  these  sea  lanes .   My col league Gabr ie l  
Col l ins  up a t  the  China  Mari t ime Studies  Inst i tu te  has  wri t ten  a  paper  
deta i l ing  China 's  p lans  to  ac tual ly  convoy shipping back and for th  
f rom the Pers ian Gulf  to  Chinese seapor ts ,  very  in tens ive ,  very  
in tens ive  miss ion,  as  you might  be able  to  imagine  i f  you ass ign a  
f r igate  or  des t royer  or  some sor t  of  smal l  combat  to  each shipment  of  
o i l .  
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 So  basical ly  that  would  be my predict ion .  With  regard  to  the 
a i rcraf t  carr ier  quest ion which is  probably  impl ic i t  in  what  you were  
asking,  I  can te l l  you what  I  would  bui ld  i f  I  were  in  Bei j ing.   As  a  
former  Navy off icer ,  I  would cer ta inly  be  looking a t  smal ler  car r iers ,  
su i table  more  for  pa t rol l ing the  sea  lanes  ra ther  than something more  
equivalent  to  our  large  Nimitz  c lass  carr iers  which have been the 
mains tay of  the  U.S.  Navy for  the  las t  20,  30 years ,  which was  the 
bas is  of  my point  tha t  I  don ' t  necessar i ly  expect  to  see  a  PLA Navy 
emerge that ' s  going to  be  symmetr ica l  wi th  our  own.  I t  could  look 
qui te  d i f ferent .   
 Does  that  answer  your  quest ion?  
 VICE CHAIRMAN BLUMENTHAL:  I t  does .   The fol low-on 
would  be  given some of  your  skept ic ism about  the  por t ing and bas ing 
re la t ionships  a long the  Indian Ocean,  tha t  would  seem to  me to  be  a  
cr i t ica l  component  of  such a  s t ra tegy unless  i t  rea l ly  had the  capabi l i ty  
to  replenish  a t  sea  and that  sor t  of  th ing.  
 So can you expand a  l i t t le  b i t  out  about  your  skept ic ism of  some 
of  the  re la t ionships ,  d iplomat ic  and otherwise ,  in  what  i s  ca l led  the  
"Str ing of  Pear ls"  s t ra tegy?  
 DR.  HOLMES:   Yes .   Perhaps  I  d idn ' t  expla in  mysel f  very  wel l .   
I  th ink I  was  a t t r ibut ing my skept ic ism more  to  a  lack of  evidence that  
th is  i s  something that ,  cer ta in ly  i f  the  Chinese are  fol lowers  of  Alfred 
Thayer  Mahan,  which I  would argue that  a  la rge  and s izable  school  in  
Bei j ing is ,  one  of  the  components  of  sea  power  that  Mahan a lways  
urged r is ing naval  powers  to  amass  was  bases ,  forward bases ,  to  
suppor t  forward opera t ions  of  the  kind that  you ' re  referr ing to .  
 I  s imply  haven ' t  seen in  the  l i terature  any not ion  that  th is  i s  a  
concer ted  ef for t .   I  think i t ' s  more  of  an  oppor tunis t ic  th ing.   The 
Chinese  are  taking advantage of  these  oppor tuni t ies  as  they ar ise ,  and 
as  I  t r ied  to  do wi th  my analys is  of  Gwadar ,  I  was  poo-pooing the  
value  of  these  asse ts  as  naval  bases  even i f  they do have such a 
s t ra tegy in  mind.  
 Perhaps  Toshi  might  want  to  comment  on that  as  wel l .  
 VICE CHAIRMAN BLUMENTHAL:  Quickly  because  we 're  
running out  of  t ime.  
 DR.  YOSHIHARA:  Jus t  very  quickly ,  I  th ink that  throughout  the  
1990s  the  debate  about  the  Chinese  Navy was  kind of  a  s ta le  one which 



 

 

was a  fa lse  dichotomy that  i f  the  Chinese  were  not  in  fac t  bui ld ing a  
b lue  water  navy then i t  must  forever  be  bound to  a  coas ta l  navy,  and I  
th ink that  that ' s  k ind of  a  fa lse  d ichotomy.   I  th ink i t ' s  poss ible  that  
China  would  bui ld  some kind of  a  hybr id  capabi l i ty  tha t  Dr .  Holmes 
has  ment ioned that  would  enable  i t  to  do the  th ings  i t  needs  to  do,  
which is  pr imar i ly  SLOC defense .   I  th ink to  unders tand th is  you have 
to  s tar t  wi th  what  the  Chinese  have today.  
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 The Chinese  are  wel l  equipped to  crea te  the  so-cal led  contes ted 
zone wi thin  the  f i rs t  i s land chain  s t re tching f rom Japan down to  the  
Phi l ippines .   In  o ther  words ,  to  conduct  sea  denia l ,  sea  control  
opera t ions  a long China 's  coas t .  
 I f  you look at  the  capabi l i t ies ,  most  of  those  capabi l i t ies  are  
land-based.   In  o ther  words ,  that  actual ly  might  be  a  way for  us  to  use  
a  proper  benchmark to  measure  Chinese  progress  in  bui ld ing a  f lee t  for  
SLOC defense ,  and I  would  argue that  because  most  of  the  assets  for  a  
contes ted zone are  land-based.   They s t i l l  have qui te  a  way to  go 
before  they can have those  kinds  of  long-range mar i t ime 
reconnaissance  or  replenishment  that  would  enable  i t  to  conduct  those  
k inds  of  miss ions  that  Dr .  Holmes ment ioned.  
 Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Commiss ioner  
Fiedler  was  next .  
 COMMISSIONER FIEDLER:  I  have two quest ions .   I  want  to  
see  i f  I  unders tood you correct ly .   I  th ink i t  was  Dr .  Holmes.   I f  the  
Chinese  were  to  develop a  more  robust  Southern Seas  s t ra tegy,  naval  
growth s t ra tegy,  d id  you say that  they had to  have Taiwan in  order  to  
accompl ish  tha t?  
 DR.  HOLMES:  Yes ,  s i r .   That  i s  my analys is ,  and I  th ink I 'm 
speaking for  Dr .  Yoshihara  who has  coauthored wi th  me on th is  mat ter  
as  wel l .   My vis ion of  i t  i s  that  ra ther  than surge  out  into  the Paci f ic  
for  some sor t  of  mythical  bat t le  wi th  the  U.S.  Navy for  supremacy in  
the  Paci f ic ,  what  China  rea l ly  needs  to  do,  and I  be l ieve  i t  i s  in tent  on 
doing,  i s  regaining control ,  i f  not  physical  contro l ,  then a t  leas t  the  
abi l i ty  to  operate  f ree ly  around th is  f i rs t  i s land chain  of  which Taiwan 
forms the  midpoint .   I f  you go back in to  his tory ,  General  MacArthur  
back in  1950 referred  to  Taiwan as  an  unsinkable  a i rcraf t  carr ier .   
Dean Acheson,  Secre tary  of  Sta te  Acheson referred to  i t  as  the  
centerpoint  of  the  American defense  per imeter ,  a  very  key s t ra tegic  
point .  
 My analys is  i s  that  China  i s  a t tempt ing to  bas ica l ly  form a  hold 
s t ra tegy in  Eas t  Asia  so  that  i t  can  turn  i t s  a t tent ion to  more  press ing 
mat ters ,  namely  the  f low of  v i ta l  energy resources ,  to  which 
necessar i ly ,  as  Mr.  Herberg  sa id ,  wi l l  come from the  South.  
 COMMISSIONER FIEDLER:  I  have  a  second quest ion for  you,  



 

 

s i r .   Anybody can jump in .   I  want  to  make a  genera l  s ta tement ,  and see 
when we reach a  cr i t ical  point  that  could  resul t  in  mi l i tary  ac t ion 
a l ternat ives  to  solve  the  problem.  
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 So China 's  growing rapidly .   We 've  heard a  lot  about  i t s  energy 
use .   I  don ' t  remember  a l l  the  numbers.   I t ' s  s t r ik ing me as  exponent ia l  
growth.   We are  growing.   Europe has  needs .   Brazi l  has  needs .   Pre t ty  
soon there 's  a  scarc i ty ,  and then people  want  to  get  the i rs .   Done any 
project ions  on that?  
 MR.  HERBERG:  I  don ' t  do  those  k ind of  es t imates  myself .   The 
bes t  consis tent  forecas ts  on long- term oi l  supply  and demand would  be  
f rom the  IEA's  b i -annual  World Energy Out looks  and the  DOE's  annual  
in ternat ional  energy forecast .  
 I  don ' t  be l ieve  that  there  i s  any t ipping point  out  there  that  you 
reach where this  sense  of  compet i t ion  spi l l s  over  into  d i rect  conf l ic t .   
The supply  and demand pic ture  g lobal ly in  o i l  i s  going to  remain  very  
t ight ,  very  precar ious  a t  leas t  for  the  next  two or  three  years  or  more .   
I  could  imagine  some eas ing in  that  t ightness  beyond that .  
 But  i f  we remain  in  a  $70 kind of  world  where  we are  for  o i l ,  
where  every  country  and government  cont inues  to  be  deeply  concerned 
about  where  their  fu ture  supply  i s  going to  come f rom,  i t  wi l l  cont inue 
th is  a tmosphere  of  scarc i ty ,  which is  a l ready is  a l ready deeply 
ent renched in  people 's  th inking.    
 My sense  is  i t ' s  going to  lead to  a  great  deal  of  d ip lomat ic  
joust ing and tens ion,  but  an  outr ight  conf l ic t  over  barre ls  s t r ikes  me as  
far  more  damaging than working out  mul t i la tera l  way to  manage the 
t ightness .   That ' s  why I  th ink i t ' s  so  impor tant  to  get  China,  India  and 
these  o ther  consumers  in to the  IEA global  ins t i tut ions  or  a l igned wi th 
them in  some way so  that  everybody is  focusing on the  same th ing 
which is  the  s tabi l i ty  of  the  g lobal  marketplace ,  not  t ry ing to  carve  
thei r  par t icular  chunk of  barre ls  from the  market  for  the i r  own 
secur i ty .  
 VICE CHAIRMAN BLUMENTHAL:  You s t i l l  have t ime.  
 COMMISSIONER FIEDLER:  The reason I  ra ised the  quest ion is  
tha t  you and others  have said that  the  Chinese government  has  to  worry  
and worr ies  deeply about  the  job  creat ion machine  and energy is  a  key 
component  in  i t s  abi l i ty  to  generate ,  cont inual ly  generate  mass ive  
numbers  of  jobs ,  and the  genera t ion of  jobs  i s  seen as  a  key fac tor  in  
what  i s  known as  socia l  s tabi l i ty ,  which is  to  mean the  cont inued 
survival  of  the  Par ty  as  the  predominant  force  in  the  country .  
 So that ' s  ac tual ly  the  root  of  my quest ion.   So when they have 
in ter rupt ions ,  i t ' s  a  l i t t le  d i f ferent  than gas  l ines  in  Washington and 
New York that  we had in  the  Uni ted  Sta tes  because  the  survival  of  the  
government  i s  not  a t  s take .   Right .    
 I  jus t  wonder  i f  anybody has  s tudied that ,  projects  i t ,  th inks  



 

 

about  i t ,  ca lcula tes  the  t ipping point?   I ' l l  address  i t  more  to  the  
mi l i tary  guys  in  that  sense.  
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 MR.  HERBERG:  The l inchpin  in  this  is  pr ice .   As the market  
gets  t ighter ,  pr ices  go up.   This  i s  the  market .   Barre ls  are  a lways 
avai lable  on the  internat ional  market  a t  the  market  pr ice ,  and th is  i s  
what  the  Chinese  don ' t  rea l ly  unders tand wel l  and the  Indians  do 
somewhat  bet ter .   But  f rankly  many people  and governments  don ' t  
seem to  unders tand th is .  
 The barre ls  are  a lways  avai lable  a t  the  market  pr ice .   I f  i t ' s  $90 a  
barrel ,  then that ' s  the  pr ice .   Barrels  wi l l  be  avai lable .   What  China 
fears  i s ,  and what  you ' re  ta lk ing about  i s  a  pre-1970s  vis ion of  the  
g lobal  o i l  market  where  supply  l ines  were  very  r ig id .   I f  suppl ies  got  
t ight ,  somebody didn ' t  ge t  barre ls .   In  today 's  market  wi th  fu tures 
markets ,  in ternat ional  exchanges  around the  world ,  pr ices  respond in  a  
nanosecond.  
 Barre ls  are  a lways  avai lable  a t  the  market  pr ice .   So i t ' s  not  l ike  
somebody won ' t  ge t  the i r  barre ls .   The only  case  here  where  th is  i s  an  
i ssue  i s  i f  someone were  to  t ry  to  depr ive China  of  i t s  barre ls  in  a  
Taiwan confronta t ion,  tha t  then would  be  a  very  ser ious  issue  for  
China .   But  in  a  normal  non-war  c i rcumstance,  barre ls  are  avai lable  out  
there  a t  the  pr ice ,  and that ' s  what  the  Chinese  are  evolving towards 
unders tanding bet ter .  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  Thanks  to  a l l  of  you for  being  
here  th is  af ternoon.   We real ly  apprecia te  your  tes t imony.   I  have  a 
quest ion  about  the  Chinese  Navy and energy secur i ty  not  necessar i ly  in  
the i r  backyard.   We 've  heard  sor t  of  anecdota l  evidence  of  mi l i tary  
bui ld-up,  I ran  bui ld ing up around the  Stra i t  of  Hormuz through which a  
whole  bunch of  o i l  goes  to  everybody everyday,  and that  China  has  
suppl ied  e i ther  cash or  the  equivalent  boats  in  the  St ra i t  of  Hormuz for  
I ran ,  and that  rea l ly  does  present  a  problem for  us ,  in  par t icular ,  in  our  
own energy secur i ty  i f  I ran  decided to  misbehave and c lose  down the  
St ra i t  of  Hormuz us ing Chinese  mater ia ls .  
 Have you assessed th is  or  s tudied th is  i ssue  a t  a l l  and i f  you 
have,  what  do you th ink China 's  in tent  i s  there?   Is  i t  sor t  of  a  
d ip lomat ic  move wi th  I ran or  i s  i t  to  protect  the i r  own oi l  supply  and 
how worr ied  should  we be  about  i t?  
 DR.  YOSHIHARA:  I ' l l  take  a  s tab  a t  this  jus t  f rom a  broader  
geopol i t ica l  perspect ive .   I f  you recal l ,  in  the  1980s ,  Saudi  Arabia  had 
wanted cer ta in  advanced weaponry from the  Uni ted  Sta tes  which the  
Uni ted  Sta tes  quickly  turned down.   The  Saudis  then turned to  the  
Chinese  and the  Chinese  were  very wi l l ing  to  provide  medium-range 
bal l i s t ic  miss i les  to  Saudi  Arabia  tha t  involves  Chinese  crews on the 
ground.   



 

 

 So I  th ink that  the  Chinese  do see  oppor tuni t ies  of  that  k ind,  
whether  i t ' s  through arms sa les  or  f rom economic inducements .   
Essent ia l ly ,  in  a  k ind of  geopol i t ica l  maneuver ,  v is-à-vis  the  Uni ted 
Sta tes ,  and I  th ink that  the  connect ion in  terms of  the  compet i t ion wi th  
the  Uni ted  States  i s  that  there  i s  a  percept ion that  tha t  region is  
essent ia l ly  dominated by the  Uni ted  Sta tes ,  and so  that  the  Chinese  
need to  do whatever  they can essent ia l ly  to  counterbalance  American 
inf luence,  to  the  extent  that  i t  can,  and as  we 've  seen,  the i r  ventures  
in to  Afr ica  and so on and so  for th  wi th  fa i r ly  repugnant  regimes  i s  
rea l ly  essent ia l ly  t ry ing to  c i rcumvent  America 's  dominance in  the  
Pers ian Gulf .  
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 So f rom a  geopol i t ica l  perspect ive ,  I  th ink i t  makes  sense  for  the  
Chinese  to  do what  i t  can to  bas ica l ly  i t s  abi l i ty  to  open up a  
secondary theater  in  a  way in  that  region.  
 Thank you.  
 DR.  HOLMES:   I  would  only  add that  i f  you look down on the  
opera t ional  level ,  I  th ink the  I ranians  could ,  i f  you look a t  what  they 
have,  they could  perhaps  c lose  the  St ra i t  of  Hormuz for  a  l imi ted  
amount  of  t ime.   I  have  very  few doubts  that  we could  force  the  St ra i ts  
in  fa i r ly  shor t  order .  
 Having sa id  a l l  tha t ,  c lear ly  there  would  be  a  ser ious  shock to  
the  world  economic order  even f rom a  br ief  shutdown.   So that ' s - -  
 COMMISSIONER HOUSTON:  Those  are  very  good answers ,  but  
i s  the  shor t  answer  that  the  Chinese  are  ac t ive  in  providing mater ia ls ,  
sh ips ,  whatever ,  to  the  I ranians  for  the  St ra i t  or  you ' re  not  aware  of  
any of  that  ac t ivi ty  in  par t icular?  
 DR.  HOLMES:  As Toshi  pointed out ,  the  Chinese  over  the  years  
have been very ,  very  cognizant  of  the  abi l i ty  or  of  the  capaci ty  of  
weapon sa les  in  the  region provide  them to  amass  a  d iplomat ic ,  not  
only  diplomat ic  inf luence,  but  of  course  now,  under  the  c i rcumstances  
Mr.  Herberg  ta lked about ,  guaranteed suppl ies  of  o i l ,  the  abi l i ty  to  
develop the  I ranian oi l  sector  and so  for th .  
 So,  sure ,  I  was  in  the  f i rs t  Gulf  War  and we found we were  
a lways  on the  business  end of  Chinese-bui l t  miss i les .   So i t ' s  not  a  new 
thing.  
 COMMISSIONER HOUSTON:  Thank you very  much.  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Videnieks .  
 HEARING COCHAIR VIDENIEKS:   This  i s  a  ques t ion for  Dr .  
Yoshihara .   A lo t  has  been wri t ten  recent ly  about  a  jo int  1 ,000-ship  
Navy to  pat rol  the  seas ,  and there  was  a  lot  of  d isagreement  on  i t ,  
whether  i t ' s  over ly  formal  or  not .  
 Also ,  the  Chinese  obviously  have th is  s t ra tegy of  the  "Str ing of  
Pear ls ."   I s  there  an  inherent  conf l ic t  in  that  the  "St r ing  of  Pear ls"  
s t ra tegy to  me sounds  more  or  less  l ike  i t ' s  a  uni la teral  type  of  th ing,  



 

 

and obviously  the  jo in t  navy,  1 ,000 ship  navy,  i f  i t ' s  a  feas ible  concept  
even,  i s  a  cooperat ive  ef for t .    
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 Wil l  you please ,  any of  you,  ta lk  about  that  a  l i t t le  b i t  because  I  
th ink there 's  a  confl ic t ,  but  i t  may not  be .  
 DR.  YOSHIHARA:  I  th ink Chinese  react ions  to  the  Prol i fera t ion 
Secur i ty  In i t ia t ive ,  for  example ,  i t s  deep re luctance  both  from an 
in ternat ional  legal  perspect ive ,  but  a lso f rom a  geopol i t ical  
perspect ive ,  provides  us  a  window into  Chinese  th inking about  naval  
cooperat ion.  
 I  th ink you ' re  r ight .   I  think the  way the  Chinese have  developed 
thei r  physica l  forward presence  through the  "St r ing  of  Pear ls ,"  I  th ink 
is  seen in  compet i t ive  terms ra ther  than in  cooperat ive  terms.  
 I  would  suspect  tha t  the  Chinese  would probably  not  look upon 
the  1 ,000 ship  navy wi th  much happiness ,  I  would  say,  and i f  you th ink 
about  Chinese  react ions--and I 've  ment ioned this  in  the  paper--when 
Admiral  Dennis  Bla i r  proposed the  Secur i ty  Communi t ies  concept ,  for  
example ,  the  Chinese  very  quickly  quel led  that  by  pressur ing Southeast  
Asian nat ions  behind the  scenes  to  essent ia l ly  re ject  tha t  proposal .   
There  are  suspic ions  that  in  terms of  Southeast  Asian  react ions  to  the 
Regional  Secur i ty  Mari t ime Ini t ia t ive ,  which is  a  fa i r ly  innocuous-- i t  
was  misquoted in  the  press- -but  i t  was  a  fa i r ly  innocuous  in i t ia t ive  to  
share  informat ion on t ransnat ional  threats ,  and Kuala  Lumpur  and 
Jakar ta  reacted very  negat ively  to  that ,  and I  would suspect  that  par t  of  
that  re ject ion  was  in  par t  incorporat ing some of  China 's  own mar i t ime  
concerns  in  that  region,  which is  not  to  g ive  addi t ional  excuses  for  the  
Uni ted  Sta tes  to  maintain  a  more  permanent  presence  in  the  Malacca  
St ra i t .  
 HEARING COCHAIR VIDENIEKS:   Al l  r ight .   So th is  i s  a  
proposal  by our  admira ls- -  
 DR.  YOSHIHARA:  That ' s  correct .  
 HEARING COCHAIR VIDENIEKS:   - - that  may not  be  favorably  
received by our  people  and a lso  the  PRC? 
 DR.  YOSHIHARA:  That ' s  correct .  
 DR.  HOLMES:   Si r ,  I  th ink the  Chinese  are  very  re luctant  to  do 
anything that  would  seem to  ra t i fy  American,  cont inued American 
naval  dominance in  the ir  backyard,  or  even assuming some sor t  of  
mar i t ime par tnership  d id  emerge ,  they would  be  re luctant  to  seem to  
assent  or  to  acquiesce  in  the Uni ted  Sta tes  holding the  senior  posi t ion 
in  such a  par tnership .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Chairman 
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you and thank you,  
gent lemen,  for  a  very  in teres t ing tes t imony.   As  a lways ,  there  are  so  
many issues  tha t  come up,  i t ' s  d i f f icul t  to  know where  to  s tar t  asking,  



 

 

but  I  guess  I 'm going to  ask  a  mi l i tary  quest ion ,  f i r s t ,  which is  on  th is  
whole  "Str ing of  Pear ls"  concept ,  I 've  heard  f rom a  f r iend in  Sr i  Lanka 
recent ly  tha t  the  Chinese  are  bui ld ing a  base  in  the  southern  par t  of  Sr i  
Lanka,  and I  wondered i f  you guys  had heard  anything about  th is?  
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 I  had not  heard  about  i t  anywhere  e lse .   I t ' s  very  di f f icul t  when 
you look a t  the  map not  to  see  some sor t  of  s t ra tegy taking place  when 
you see  places  that  they are  put t ing bases .   Have you heard  anything 
about  a  base  in  Sr i  Lanka? 
 DR.  HOLMES:  Not  speci f ica l ly .   I f  I  could  c lar i fy ,  I  th ink news 
repor t ing on the  "Str ing of  Pear ls"  has  been a  tad  mis leading.   So i f  
you look a t  the  base  in  Gwadar ,  which has  I  th ink occas ioned most  of  
the  debates ,  a  lo t  of  th ings  have been done.   I f  you do something as  
s imple  as  go to  the  Web s i te  the  Pakis tani  government  mainta ins ,  i t ' s  
qui te  c lear  tha t  the  pr imary purpose  of  the  dredging in  the  channel  and 
bui ld ing of  a l l  these  fac i l i t ies  i s  economic.   The Pakis tanis  are  c lear ly  
expect ing that  to  become one of  thei r  megapor ts  and are  looking to  i t  
pr imari ly  for  economics ,  basical ly  as  an  out le t  for  t rade ,  a lso 
potent ia l ly  to  a l low China  to  t ransship  oi l  over  land.  
 So,  yes ,  i t  could  serve  a  mi l i tary  purpose  a t  some t ime in  the  
fu ture ,  but  I  wouldn ' t  expect  tha t  to be  an  immediate  prospect .   I  don ' t  
know about  Sr i  Lanka in  par t icular .  
 DR.  YOSHIHARA:  No.  
 MR.  HERBERG:  No.  
 CHAIRMAN BARTHOLOMEW:  Okay.   I 'm going to  swi tch  f rom 
the  mil i tary  aspect  to  pol i t ic iza t ion.   Mr.  Herberg,  you ment ioned 
about  a  more  pol i t ic ized and compet i t ive  environment ,  and I  was  
wonder ing i f  you could  e laborate  a  l i t t le  b i t  on  what  you mean by a  
more  pol i t ic ized environment?  
 MR.  HERBERG:  What  you see  across  Asia ,  amongst  the  b ig  
consumers ,  Japan,  India ,  China ,  to  some extent  South  Korea ,  i s  tha t  
th is  sense  of  scarc i ty ,  tha t  each country  fee ls  l ike  i t  has  to  sponsor  i t s  
own companies  to  go out  and get  physical  equi ty  suppl ies  and buy 
f ie lds  for  o i l  suppl ies  to ,  in  theory,  br ing back home to  feed the  home 
economy.  
 The Chinese  have  been the  b igges t  player  in  this  process ,  but  the  
o ther  Asian governments  are  contr ibut ing to  tha t  a tmosphere  as  wel l ,  
where  energy suppl ies  become a  pol i t ica l  commodi ty ,  become a  key 
s t ra tegic  goal ,  and access  to  those  suppl ies  becomes a  s t ra tegic  
compet i t ive  arena .   You 're  see ing the  impact  of  that  in  many ways,  
par t icular ly  in  China-Japan,  re la t ions  today,  but  a lso  in  China-India 
re la t ions as  wel l ,  where  the  geopol i t ics  of  these  suspic ions and 
r iva l r ies  spi l l s  over  into  th is  compet i t ion  for  suppl ies .  
 Compet i t ion  for  suppl ies  i s  not  a  rea l i ty;  i t ' s  an  i l lus ion because  
the  g lobal  o i l  market  i s  one  big  pool  of  o i l .   So i f  you take  less  out  of  



 

 

th is  end of  the  pool ,  you can take  more  out  of  that  end.   So i t ' s  based 
upon a  deep mispercept ion of  the  world  oi l  market ,  but  a t  the  same 
t ime i t ' s  mot ivat ing  real  ac t ions ,  and in  the  process  i s  crea t ing new and 
unnecessary  tens ions  among the  Asian s ta tes .   The bi latera l iza t ion of  
energy t ies ,  throwing government  a id  into  the  package to  t ry  to  get  
advantage,  i s  a lso  a  key character is t ic  of  the  pol i t ic iza t ion  I 'm ta lking 
about .  
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 CHAIRMAN BARTHOLOMEW:  Is  some of  th is  mispercept ion 
based on the  d i f fer ing idea  of  ownership  versus  access?  
 MR.  HERBERG:  Exact ly .   And the Chinese  I  think are  moving 
f rom ownership  and control  to  an  access  v iew.   What  we a l l  work 
through the  IEA and through in ternat ional  cooperat ion on energy,  i s  
focused on the  s tabi l i ty  of  one global  market  and access  to  those  
suppl ies  that ' s  cr i t ica l  to  a l l  of  us .  
 One key issue  i s  the  avoidance  of  a  d is rupt ion of  Pers ian  Gulf  o i l  
suppl ies  to  the  g lobal  market ,  for  example .   We a l l  have a  common 
in terest  in  tha t ,  inc luding the  U.S.  and China   So I  th ink access  i s  the  
i ssue;  i t ' s  not  ownership  and control .  
 But  s t i l l  China ,  in  par t icular ,  and Japan s t i l l  to  some extent ,  and 
even South  Korea ,  s t i l l  fa l l  back in to  th is  k ind of  a  pre-1970 menta l i ty 
and i t ' s  crea t ing this  compet i t ive  a tmosphere .  
 CHAIRMAN BARTHOLOMEW:  But  i f  you th ink that  you can 
lock up the  supply ,  then there  i sn ' t  a  model  or  a  paradigm of  common 
in teres t .   Do you th ink that  there 's  enough of  a  s imi lar  unders tanding 
or  concept ion of  the  whole  th ing,  that  we can base an interpreta t ion  of  
what 's  happening on that?  
 MR.  HERBERG:  I  th ink that  i s  dawning on Chinese  
pol icymakers ,  in  par t icular .   The problem is  when you view i t  in  these  
k ind of  mercant i l i s t  te rms,  balkanized,  my supply ,  beggar  thy neighbor  
approach,  i t  leads  you to  one vis ion  of  supply  sucur i ty ,  which is  
compet i t ive .   What  I  think Bei j ing pol icymakers  are  beginning to  
unders tand is  i f  they turn  Sudan in to thei r  own l i t t le  f i l l ing  s ta t ion,  i t  
means  they ' re  buying less  West  Afr ican o i l ,  so  tha t ' s  more  o i l  avai lable  
to  a l l  the  o ther  consumers .  
 CHAIRMAN BARTHOLOMEW:  Presuming that  the  demand does  
not  go up a t  the  same t ime.  
 MR.  HERBERG:  Right .  
 CHAIRMAN BARTHOLOMEW:  You 're  presuming a  leveled off  
of  demand.  
 MR.  HERBERG:  You 've  got  gradual ly  increas ing demand,  and 
the  key quest ion here  i s  g lobal  supply .   We 're  balancing off  that  g lobal  
supply  pic ture .  
 CHAIRMAN BARTHOLOMEW:  Right .  
 MR.  HERBERG:  So that ' s  rea l ly  our  key problem is  tha t  OPEC 



 

 

and these  other  producers  are  not  increas ing supply fas t  enough to  
meet  r i s ing world  demand.   But  on average,  wor ld  o i l  demand has  not  
been growing that  fas t  re la t ive  to  h is tor ica l  condi t ions ,  and so  th is  i s  
not  about  get t ing  my barre ls  here  and you get  your  barre ls  there .   I t  a l l  
comes out  of  the  same big  pool .  
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 But  the  percept ion in  Asia  i s  very  much s t i l l  inf luenced by this  
we need to  get  our  barrels ,  and this  i s  par t  of  the  compet i t ion over  
suppl ies  tha t  comes f rom $70 oi l  pr ices .   Moreover ,  widespread 
discuss ion about  “peak oi l” and other  threats  to  supply  ins t i l l  this  fear  
about  where  wi l l  each country  get  i t s  supplies .   When you ' re  in  the  o i l  
indust ry ,  you see  th is  i s  jus t  one  big  pool ,  take  a  l i t t le  more  here ,  i t  
means  a  l i t t le  less  there .   The pool  doesn ' t  ge t  af fec ted ,  but  the  
pol i t ica l  percept ion of  th is ,  and f rankly  some of  the  Unocal-CNOOC 
debate  here  in  Washington,  D.C.  fe l l  into  th is  ca tegory,  that  the  U.S.  i s  
going to  have cer ta in of  our  suppl ies  depr ived f rom us  because  of  this  
acquis i t ion and thei r  ownership  and control .   I t  jus t  means  they ' re  
buying less  West  Afr ican oi l  and less  Venezuelan oi l  and less  North  
Sea  oi l .  
 That ' s  the  way i t  ul t imate ly  sor ts  out .   I t ' s  pr ice  neutral .   The 
global  supply  and demand balance dr ives  pr ices ,  but  not  who takes  
which barre l  out  of  which end of  the  pool .  
 CHAIRMAN BARTHOLOMEW:  Right .   Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.   Commiss ioner  
Shea .  
 HEARING COCHAIR SHEA:  Thank you very  much for  your  
tes t imony.   I  jus t  have  a  pure  mi l i ta ry quest ion.   I  was  wonder ing i f  the  
two doctors  could  educate  me a  l i t t le  b i t  and give  me a  pr imer  on the  
capabi l i ty  of  the  Indian Navy and assess  the  Indian Navy 's  capabi l i t ies  
v is-à-vis  the  PLAN? 
 CHAIRMAN BARTHOLOMEW:  In  two minutes .  
 DR.  HOLMES:  I  th ink the  Indians ,  my analys is  was  predicated 
in  par t  on Barry  Posen 's  not ion of  the  contes ted zone,  namely ,  jus t  to  
boi l  i t  down to  a  sound bi te ,  namely ,  tha t  countr ies  have a  home cour t  
advantage in  thei r  own backyards .  They 're  obviously  c lose  to  the  
theater  of  ac t ion.   They have more  manpower .   They know the  area  
including th ings  l ike  the  underwater  geography bet ter  and so  on and so  
for th .  
 I f  you look a t  the  Indian Navy now,  i f  you see  a  force  that ' s ,  I  
guess ,  i t ' s  roughly  comparable  to  what  China  has  out  there .   I f  you put  
them together  in  the  middle  of  the  Indian Ocean,  two forces  going a t  i t  
in  some sor t  of  Mahanian Trafa lgar- type c lash .   The Indians  have 
a i rcraf t  carr iers .   They 've  opera ted  them for  a  long t ime,  of  which they 
take  great  pr ide  in .  
 You cer ta in ly  would  not  l iken them to  our  own nuclear  powered 



 

 

ai rcraf t  carr iers .   There  are  a  few problems.   They have had a  lo t  of  
d i f f icul ty  put t ing to  sea  an  undersea  nuclear  deterrent  manifes ted  in  
nuclear  bal l i s t ic  miss i le  subs .   This  has  been a  spot  of  some content ion 
in  New Delhi  for  some t ime.  
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 Now what  e lse?   The Indians  have had a  habi t  of  buying a  
hodgepodge of  fore ign-suppl ied  mil i tary  equipment .   Anything who 's  
served in  uniform knows i t ' s  very  di f f icul t  to  make equipment  suppl ied  
not  only  by two di f ferent  companies  but  by two nat ions  work together  
wel l .   So th is  has  been a  b i t  of  a  problem for  them.  
 So I  guess  the  overa l l  synopsis  would be  that  the  Indian Navy is  
very  capable .   I  th ink i t ' s  ge t t ing more  capable .   The Indians  have 
c lear ly  set  out  to  put  to  sea  a  nat ional  mar i t ime force .   They ' re  t rying 
to  break down bureaucrat ic  s tovepipes  between the  Navy and the  Coast  
Guard in  the  service  of  these  naval  d iplomacy missions ,  and I  actual ly 
f ind  i t  ra ther  impress ive  the  way they 've  put  naval  power  a t  the  service  
of  nat ional  fore ign pol icy .  
 Can I  add anything to  that?  
 HEARING COCHAIR SHEA:  Very good.   Dr .  Yoshihara?  
 DR.  YOSHIHARA:  I  would  only  add sor t  of  f rom a  more  sea  
power  theory  perspect ive ,  the  debate  has  a lways  been what  k ind of  a  
navy do you want  to  bui ld?   Do you want  to  bui ld  a  wel l -balanced navy 
or  would  you l ike  to  bui ld  a  n iche  navy?   And I  th ink a t  the  present  
moment ,  as  I 've  said ,  because  of  China 's  concern  over  Taiwan,  China  
has  very  consciously  bui l t  essent ia l ly  a  n iche  navy to  crea te  the  so-
cal led  contes ted  zone that  we 've  discussed wi thin  the  f i rs t  i s land chain .  
 From that  perspect ive ,  I  would  argue that  India 's  Navy is  
probably  more  wel l  balanced than China 's  more  l imi ted  n iche  navy 
that ' s  des igned par t icular ly  for  jus t  one  miss ion,  and so  f rom that  
perspect ive  I  th ink that  the  Indian Navy probably  has  a  qual i ta t ive ,  
a l though not  a  quant i ta t ive ,  edge over  the  Chinese .  
 But  on the  o ther  hand,  I  would  say that  China 's  focus  on cer ta in  
n iche  capabi l i t ies ,  l ike  i t s  submarine  force ,  might  one day,  as  some of  
our  col leagues  a t  the  Naval  War  Col lege  have argued,  become sor t  of  
the  sharp end of  the  spear  for  i t  to penet ra te  into  the Indian  Ocean,  
especia l ly  i f  i t  has  nuclear  powered a t tack submarines ,  for  example ,  
tha t  would  be  able  to  conduct  longer- range pat rols  in  the  South  China  
Sea  and the  Indian Ocean.  
 DR.  HOLMES:   Can I  add jus t  f ive  more  seconds?  
 HEARING COCHAIR SHEA:  Sure .   Ten more  seconds .  
 DR.  HOLMES:  The Chinese  have been ra ther  coy about  whether  
they want  to  bui ld  a  b lue  water  navy,  bui l t  more  s imi lar  to  our  own.   
The Indians  make no bones  about  i t .   Blue  water  navy is  i t  for  New 
Delhi .  
 HEARING COCHAIR SHEA:  Thank you very  much.  



 

 

 VICE CHAIRMAN BLUMENTHAL:  Have any more  f i rs t - round 
quest ions?   Second round.   I  have a  quest ion.   I 'm t ry ing to  make sense  
of  even some of  the  not  inconsis tent  but  d i f ferent  types  of  tes t imony 
we received th is  morning as  wel l  as  on this  panel .  
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 On the  one hand,  you get  a  p ic ture  of  the  U.S.  pushing forward 
wi th a  number  of  cooperat ive  programs to  teach the  Chinese  the  
impor tance  of  the  market ,  and that ' s  how i t  comes off .   I 'm being a  
l i t t le  b i t  g l ib ,  but  teach the  Chinese  the  impor tance  of  the  market  and 
environmenta l  coopera t ion and some of  the  th ings  Mr.  Herberg  is  
ta lk ing about  and Mr.  Herberg  tes t i f ied  that  the  Chinese  may be  
moving to  a  model  of  access  versus  control .  
 On the  other  hand,  you gent lemen fol low the  naval  debates  very  
c losely;  you say there 's  a  b ig  Mahanian school  bui ld ing in  China,  
which is  a  much di f ferent  proposi t ion  than accept ing the  in ternat ional  
energy market ,  having a  l iberal - - lower  case  " l"--view of  in ternat ional  
energy markets .  
 So I 'm wonder ing how to  reconci le  these  two.   There  are  debates  
going on in  China,  I 'm sure .   We 're  having a  debate  here  about  what  
China  is  debat ing.   But  I 'm wonder ing how to  make sense  of  Chinese  
mi l i tary  s ta tements  about  the  need to--s ta tements  and capabi l i t ies ,  
ac t ions ,  about  the  need to  protect  your  own,  have an ocean-going navy 
because  you can ' t  t rus t  the  Americans  to  provide  you wi th  secur i ty  of  
supply  versus  the  Chinese  debate  about  re ly ing on,  becoming a  member  
of  the  mul t i la tera l  communi ty  in  terms of  access ing i t s  energy.   How 
do we make sense  of  these  two s t rands?  
 Are  they hedging?   That ' s  the  answer  to  everything these  days  or  
what 's  going on there?   I  probably took an answer  away f rom you.  
 DR.  HOLMES:   Very good.   Let  me come a t  i t  f rom a  l i t t le  bi t  of  
a  theore t ica l  point  of  v iew.   Toshi  and I  have predicated our  analysis  
wi th  regard  to  Mahan and China  on the  assumpt ion tha t  China  reads  
Mahan perhaps  not  as  in  as  a  sophis t ica ted a  fashion as  they might .   
 The quota t ion that  a lways  comes up in  the  Chinese  l i te ra ture  i s  
the  def in i t ion of  command of  the  sea .   Mahan def ined command of  the  
sea  as  overbear ing power  that  dr ives  an  enemy's  f lag  f rom the  seas ,  
f rom vi ta l  waters ,  or  a t  bes t  a l lows i t  to  appear  as  a  fugi t ive .  
 This  quotat ion  appears  over  and over  again in  the  Chinese 
l i tera ture .   So,  i f  tha t  in terpre ta t ion indeed wins  out  in  Bei j ing ,  then 
we may have problems on our  hands .  
 Now,  i f  you read--Mahan 's  works  are  l ike  many secre t  texts- -
there  are  e lements  in  a l l  of  h is  var ious  works  that  you can use  to  
suppor t  a lmost  anything.   Mahan a lso  wrote  that  force  was  an a l ien  
e lement  in  peaceful  internat ional  commerce .   So there 's  a  tens ion even 
wi thin  Mahan 's  works  that  perhaps  the  Uni ted  Sta tes  could  use  to  help 
fashion some sor t  of  more  benign environment  in  Eas t  Asia  in  the  



 

 

coming years .  
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 DR.  YOSHIHARA:  Let  me jus t  very  quickly sor t  of  pa int  the  
cacophony of  voices  that  you 've  ident i f ied .   Even wi thin  the  
geost ra tegic  communi ty  of  China,  there  are  debates  that  are  ongoing 
r ight  now.  
 There  are  those  who say we need to  bui ld  the  sea power  for  a l l  of  
the  reasons  that  you 've  ra ised,  but  then,  on the  other  hand,  there  are  
those  who are  basica l ly  abiding by Mackinder 's  theory,  which is  that  
you need to  have a  cont inenta l  hear t land in  order  to  mainta in  a  great  
power  s ta tus ,  and there  are  people  who are  equal ly  enamored wi th  
Mackinder 's  teaching.   They argue essent ia l ly  that  because  of  the  
Uni ted  Sta tes '  dominant  naval  power  a long the f i rs t  i s land chain ,  the 
Western  Paci f ic  has  essent ia l ly  been c losed off  to  the  Chinese .   So 
they therefore  ought  to  go west  to  go to  the  land route  toward Cent ra l  
Asia .  
 So even there ,  i t ' s  a  fa i r ly  content ious  d ispute  and they are  qui te  
c lear  tha t  they disagree  wi th  this  o ther  school  of  thought ,  and even 
wi thin  the  Mahanian school  of  thought ,  there  are  spl i t s  as  wel l .    
 On the  one hand,  I  th ink that  there  are  sophis t ica ted analys ts  who 
actual ly  do read Mahan f rom cover  to  cover .   I  th ink that  even many 
U.S.  scholars  do not  read Mahan f rom cover  to  cover .   But  there  are  
those  in  China  who think very  ser iously,  and I  think there  i s  an 
in te l lec tual  buy- in  that  sea  power  does  determine  the  fa te  of  nat ions .  
 On the  other  hand,  there  are  those  I  think tha t  have a  fa i r ly  
shal low interpre ta t ion of  Mahan that  would  make me suspect  tha t  
they ' re  rea l ly  looking for  resources ,  tha t  this  i s  s imply  a  just i f icat ion  
for  the  bui ld-up of  the  PLA Navy.   So again ,  i t ' s  an  ongoing 
content ious  debate  that ' s  going on even wi thin the  s t ra tegic  
communi ty .  
 VICE CHAIRMAN BLUMENTHAL:  Did you have--  
 MR.  HERBERG:  Yes .   He pointed  to  the  divis ions  wi thin  the  
s t ra tegic  communi ty ,  and I  would  add to  that  those  divis ions  a lso  exis t  
be tween those  who deal  wi th  energy pol icy  in  China  and the  s t ra tegic  
communi ty  in  china;  huge gaps  and s i los ,  and compar tmenta l iza t ion.    
 So  when I  ta lk  about  energy pol icy ,  I  think i t ' s  gradual ly  moving 
towards  a  more  cooperat ive  posture .   I t  doesn ' t  necessary  mean i t ' s  
f i l te r ing through to  the  s t ra tegic  por t ion of  the  pol icy  communi ty .  
 And second,  i t s  impor tant  to  a lso  recognize  that  the  energy 
pol icymaking s ide  in  China  is  deeply  f ragmented.   There  is  no there 
there  when you look a t  the  s t ra tegy.   I t ' s  more  a  campaign where  
everybody kind of  marches  off  in  the  same di rect ion but  wi thout  any 
rea l  coordinat ion.   So i t ' s  much more of  a  menta l i ty .   I ronical ly ,  there 's  
nobody in  charge  a  lo t  of  t imes  on th is .   So how and when i t  wi l l  a f fec t  
s t ra tegic  v iews f rom an indust ry  that ' s  been deeply  cont rol led and is  



 

 

one of  the  leas t  reformed indust r ies  wi th in  China ,  tha t  i s  subject  to  
much more  s ta te  control ,  I  think al l  those  th ings  make that  d isconnect  
make a  l i t t le  more  sense .  
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 VICE CHAIRMAN BLUMENTHAL:  Let  me jus t  fo l low up real  
quickly .   I s  i t  safe  to  say that  as  long as  there  i s  a  Taiwan dispute ,  the 
Chinese  wi l l  not  t rust  the  Uni ted  Sta tes  to  provide  safe ty  of  energy 
supply ,  the  Mahanian ins t incts ,  incl inat ions  wi l l  be  re inforced?  
 MR.  HERBERG:  I f  you probe deeply  when you ta lk  to  the  
Chinese  energy people  about  th is ,  u l t imate ly  that ' s  where  you end up,  
i s ,  wel l ,  in  the  case  of  a  confronta t ion wi th  the  U.S. ,  we know you 'd  
cut  off  our  o i l  suppl ies .   Wel l ,  the  only  rea l  scenar io  for  confronta t ion 
is  Taiwan,  so  I  think i f  you were  to  remove that  f rom the  equat ion,  I  
th ink a  lot  of  things  change.  
 VICE CHAIRMAN BLUMENTHAL:  What  about  the  two of  you?   
Jus t  quickly  on that  quest ion?  
 DR.  HOLMES:  I  would  pre t ty  much go a long wi th  what  Mr.  
Herberg  sa id .   Yes ,  ac tual ly  I  th ink i f  you want  to  cas t  i t  in  
in ternat ional  re la t ions  theore t ical  terms,  which I 'm re luctant  to  do--you 
would tend to  see  that  as  China r i ses  to  great  power ,  i t ' s  going to  
a lmost  inevi tably  tend to  look askance a t  another  great  power  that  
controls  th is  impor tant  medium in  i t s  environment .  
 VICE CHAIRMAN BLUMENTHAL:  That ' s  a  di f ferent .   That ' s  a  
d i f ferent  answer .   Mr.  Herberg 's  answer  was  that  i f  the  Taiwan issue  
was  resolved,  we 'd probably see  a  l i t t le  b i t  more  t rus t  of  U.S.  cont rol  
of  sea  lanes ,  whereas  you ' re  saying something di f ferent .  
 DR.  HOLMES:  I  th ink perhaps  my t ime hor izon was  a  l i t t le  
shor ter .   I  thought  I  was  agreeing wi th  h im.   Perhaps  not .  
 MR.  HERBERG:  I t  doesn ' t  mean cooperat ion would  break out  
overnight ,  but  i t  i s  a  bar r ier  to  energy cooperat ion  and a  rea l  concern  
of  the  energy folks  that  Taiwan would  be  the  cause  of  an  energy cutoff .  
 VICE CHAIRMAN BLUMENTHAL:  You' re  jus t  saying a  grea t  
power  wi l l  want  control  a t  sea .  
 DR.  HOLMES:  One of  my s tandard recommendat ions ,  whenever  
I  wr i te  something about  this ,  i s  that  the  Uni ted Sta tes  ought  to  invest  
ef for t  in to  t ry ing to  fashion some sor t  of  mar i t ime par tnership ,  whether  
through the  Prol i fera t ion Secur i ty  In i t ia t ive  or  these  o ther  ant i -
t raf f icking effor ts  to  see  i f  we can ' t ,  i f  not  draw China  in to  such a  
par tnership ,  a t  least  se t  a  more  convivial  tone .   Perhaps th is  would 
advance the  in terests  tha t  Mr.  Herberg was  ta lk ing about .  
 MR.  HERBERG:  I 'm not  arguing i t  would  change the  
fundamental  geopol i t ica l  equat ion.   I t  would  s imply take  energy out  of  
that  equat ion,  as  a  source  of  f i repower  behind the  di f f icul t ies .  
 DR.  YOSHIHARA:  I  th ink the  debate ,  and we use  this  debate  
a lso  a t  the  Naval  War  Col lege  for  our  senior  mi l i tary  off icers ,  and the  



 

 

quest ion is ,  i s ,  I  th ink what  you ' re  asking essent ia l ly  is ,  i s  Taiwan an 
appet izer  or  i s  i t  a  desser t?   In  other  words ,  i f ,  i f ,  i f  Taiwan is ,  in  fac t ,  
the  desser t ,  then Chinese  grea t  power ambi t ions would be sat ia ted  and 
therefore  would  go a long the  path  of  cooperat ion.  
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 But  i f  i t ' s  an  appet izer ,  then you can see  Taiwan as  essent ia l ly  a  
p la t form for  cont inuing to extend i t s  geopol i t ical  inf luence,  and I  th ink 
that  I  would  tend towards  the  appet izer  mode I  th ink ra ther  than the 
desser t  mode.  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Fiedler  and 
then Chairman Bar tholomew.  
 COMMISSIONER FIEDLER:  At  what  pr ice  per  barre l  of  o i l  does  
the  Chinese  economy hi t  a  l i t t le  more  than a  bump? 
 MR.  HERBERG:  In  fac t ,  the  IEA is  working on some of  those  
i ssues  r ight  now.   I t ' s  not  a  s tep funct ion issue ,   i t ' s  a  gradual  
escala t ion issue .   What  I  mean by that  i s ,  the  Chinese  economy 
absorbed a  t r ipl ing of  o i l  pr ices ,  a  t r ip l ing of  coal  pr ices  over  the  las t  
s ix  years ,  and we know the  economy hasn ' t  sk ipped a  beat .   I f  
anything,  i t ' s  growing too fas t .  
 So  I 'm not  sure  what  the  pr ice  i s  tha t  rea l ly  begins  to  create  
problems for  the  Chinese  economy.   Clear ly ,  they ' re  sensi t ive  to  the  
potent ia l  economic  impact  of  h igher  energy pr ices  and that ' s  par t  of  the  
rea l  fear  and why they control  oi l ,  re ta i l  o i l  pr ices ,  for  example .  
 But  what  pr ice  begins  to  rea l ly  affect  thei r  economy,  I  th ink i t ' s  
an  awful ly  h igh pr ice  because  they have a  lo t  of  scope for  savings  i f  
pr ices  get  h igh enough.  
 COMMISSIONER FIEDLER:  I t ' s  a  more  compl icated  th ing than 
just  them because  i t ' s  a  g lobal  economy and pr ices  here  af fec t  re ta i l  
sa les ,  pr ice  of  gasol ine  affec ts  re ta i l  sa les  fa i r ly  dramat ical ly  wi th 
some major  re ta i lers  in  the  Uni ted  Sta tes .   That  then in  turn  has  to  
af fect  Chinese  expor t  product ion to  the  Uni ted  Sta tes .  
 MR.  HERBERG:  Sure .  
 COMMISSIONER FIEDLER:  We 've  seen f luc tuat ions  in  i t ,  but  
we haven ' t  seen any rea l  h i ts  agains t  the  wal l .   So nobody is  rea l ly  
looking a t  these  numbers  that  you know of?  
 MR.  HERBERG:  I t ' s  a  gradual  escalat ion  ra ther  than some s tep  
funct ion where  suddenly  i t  c rea tes  huge problems.   Much,  much higher  
pr ices  would def in i te ly  be  a  drag on the  Chinese  economy,  on the  
world  economy,  which feeds  back in  the  expor t  machine  as  wel l ,  but  I  
don ' t  know what  the  point  a t  which i t  c reates  unmanageable  problems.  
 COMMISSIONER FIEDLER:  Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you.   Dr .  Yoshihara ,  I  
th ink that  you have jus t  done the  bes t  job of  put t ing out  the  chal lenge 
of  in tent ,  whether  Taiwan is  appet izer  or  desser t ,  in  a  concise-- I  don ' t  



 

 

know--more  pic turesque way than I 've  heard  before .  
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 VICE CHAIRMAN BLUMENTHAL:  I  would  say that  you could  
have a  desser t  and then  a  meal  the  next  day.  
 CHAIRMAN BARTHOLOMEW:  Thank you for  that .  I t ' s  a  useful  
image,  useful  way to  th ink about  i t .  Actual ly  not  what  I 'm going to  ask  
about .  
 Mr.  Herberg ,  you ment ioned in  your  tes t imony there  i s  a  growing 
sense  in  Bei j ing that  the  inves tment  in teres ts  of  China 's  NOCs in  
expanding abroad are  not  necessar i ly  synonymous wi th  China 's  
nat ional  energy secur i ty  in teres ts ,  and one of  the  las t  d iscuss ions  we 
had wi th  the  las t  panel  was  how this  would play out  in  the  Sudan 
context ,  and I  wondered what  does  the  Chinese  government  do as  these  
in teres ts  seem to  d iverge  wi th  whatever  i t s  o ther  in teres ts  would  be  i f  
tha t ' s  se l l ing on the  market  or  i t s  own s tanding in  the  world?  
 MR.  HERBERG:  I  th ink you 've  a l ready begun to  see  some 
marginal  sh i f t  in  the i r  a t t i tude/pol ic ies  on Sudan.   I t ' s  a  smal l  change  
a t  the  margin ,  but  the  Chinese  are  gradual is ts  on everything.    
 This  i s  where  I  go back to  the  broad view of  market  versus  our  
l i t t le  corner  of  the  market  that  we can corner .   Let ' s  s tar t  wi th  the 
basic  fac t  that  re la t ive ly  l i t t le  Sudan oi l  ac tual ly  goes  to  China .   The 
nat ional  o i l  companies  tha t  produce i t  there  se l l  i t  on  the  local  market  
for  the  most  par t . .  
 Roughly  150,000-200,000 barre ls  per  day goes  to  China,  but  
that ' s  because  i t  f i t s  Chinese ref iner ies .   So  i t ' s  rea l ly  a  market  i ssue;  
i t ' s  not  feeding needs  for  oi l  in  China  di rec t ly  anyway.  
 Second,  there 's  a  rea l  d isconnect  which I 'm jus t  beginning to  
unders tand bet ter ,  tha t  the  ta i l  i s  wagging the  dog a  b i t  here .   The 
Chinese  oi l  companies  are  out  doing deals ,  going to  p laces ,  tha t  the  
Foreign Minis t ry  doesn ' t  hear  about  i t  unt i l  la ter .   They of ten  convince  
President  Hu to  t ravel  to  countr ies  to  s ign  bi la teral  energy agreements  
wi thout  much coordinat ion of  the  broader  fore ign pol icy  communi ty  in  
Bei j ing.   I  have heard  i t  a rgued that   i t ' s  the  o i l  companies  that  a re  the 
most  powerful  in  Bei j ing  when i t  comes to  where  they go,  what  they 
do,  and where  they invest .  
 I t ' s  the  ta i l  wagging the  dog here ,  and some feel  the  government  
i s  having t rouble  control l ing the  NOCs.   This  i s  a  very  sensi t ive  i ssue 
in  Bei j ing.   They don ' t  l ike  to  ta lk  about  i t .   But  the  p ic ture  that  we 
have of  th is  s t ra tegy is  in  some way overdrawn.   I  th ink there  are   
beginning to  be  percept ions  among those  responsible  for  China 's  
broader  re la t ionships ,  where  Sudan issues  come in ,  I ran issues  come 
in ,  that  are  real ly  creat ing  toxic  i ssues  for  the  U.S. -China  re la t ionship ,  
whether  i t  i s  real ly  in  China’s  in teres t  to  have  these  companies  out  
there  inves t ing in  o i l  f ie lds  that  don ' t  br ing oi l  back to  China  anyway,  
when we can buy that  o i l  in  the  West  Afr ican market  a t  the  same pr ice  
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 Why should  we be  taking a l l  the  fore ign pol icy  pressures  that  
th is  i s  causing us  in  very  important  re la t ionships?   So,  i f  you look a t  i t  
tha t  way,  which to  me seems to  be  a  more  accura te  v iew,  you ' re  
beginning to  see  that  d isconnect  about  why should  Bei j ing be  out  
suppor t ing these  companies  when they ' re  creat ing rea l  headaches  in  
key places  in  s t ra tegic  re la t ionship  wi th  the  U.S.  and Japan?    
 Bei j ing  does  want  capable  compet i t ive  global  o i l  companies .   
The government  wants  to  have i t s  own Exxon type of  o i l  companies .   
The U.S.  has  them;  the  Europeans  have them.   That  doesn ' t  mean 
Bei j ing wi l l  a lways  want  to  have these  s ta te  companies  out  there  
pul l ing  China  in to  a  ser ies  of  fore ign pol icy  problems that  they rea l ly  
don ' t  need.   
  CHAIRMAN BARTHOLOMEW:  But ,  so  then what  does  the  
government  in  Bei j ing do?  Recogni t ion is  the  f i rs t  s tep ,  but  what  
ac t ions?  
 MR.  HERBERG:  I  th ink what 's  going to  happen is  they ' re  going 
to  become more  helpful  over  t ime in  p laces  l ike  Sudan.   I  don ' t  want  to  
overdraw th is .   I t ' s  premature  to  declare  they ' re  going to  become 
highly  cooperat ive  here .   But  I  think as  these  problems accumulate  a t  
the  Sta te  Counci l  level  and they begin  to  make the  connect ions ,  that  
these  companies  increas ingly  wi l l  be  cut  loose  to  do thei r  own 
business ,  to  go out  and compete  a l l  you want ,  but  maybe Bei j ing has  
broader  in ternat ional  interests  in  Sudan and global ly  which t rump 
control  over  o i l .  
 CHAIRMAN BARTHOLOMEW:  So then Bei j ing gets  i t  both  
ways .   These  are  s ta te  companies  tha t  are  doing th is  behavior .   There  i s  
only  so  far  the  government  i s  going to  be  able  to  d isassociate  i t se l f  
f rom what  the  s ta te  companies  are  doing.  
 MR.  HERBERG:  This  i s  a  rea l  problem in  Bei j ing  because  you 
wi l l  ta lk  to  people  who say we need to  cut  them loose .   We want  
capable  companies ,  but  we ' re  get t ing t ied  down by these  companies .   
But  these  are  very  powerful  companies ,  very  powerful  ins t i tu t ions ,  tha t  
bypass  the  NDRC and go s t ra ight  to  the  Sta te  Counci l  Vice  Premier  
level  many t imes  for  cer ta in  th ings .   So i t ' s  an in ternal  Chinese  pol icy  
issue ,  and you wi l l  see  i t  in  economic pol icy  process ,  energy pol icy .   
I t ' s  repl ica ted  o ther  pol icy  areas  in  Bei j ing  where  there 's  a  lo t  less  
coordinat ion going on than we tend to  th ink,  and par t icular ly  in  thei r  
in ternat ional  energy act iv i t ies .  So I  th ink what  wi l l  happen is  they 
wi l l  gradual ly  cut  the  companies  loose  f rom s ta te  sponsorship  and a l l  
the  th ings  that  go wi th  that  and that  wi l l  a l low them the  oppor tuni ty  to  
be  somewhat  more  s ta tesmanl ike  or  responsible  s takeholder  in  areas  
l ike  Sudan,  but  don ' t  ge t  me wrong;  i t ' s  not  next  week or  next  month.  
 CHAIRMAN BARTHOLOMEW:  They might  not  have the  t ime i f  
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 MR.  HERBERG:  That ' s  why the  leadership i s  fee l ing so  much 
pressure  on th is  because  of  that  d isconnect .   What  do we do?  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Brookes .  
 COMMISSIONER BROOKES:   Thank you very  much and thank  
you a l l  for  your  tes t imony.   I 'd  l ike  to  d i rec t  th is  quest ion to  Dr .  
Holmes and Dr .  Yoshihara .   I  see  you 're  both  in  the  St ra tegy and 
Pol icy  Depar tment  a t  Naval  War  Col lege .   I 'm a  graduate  of  the  Naval  
War  Col lege  a  number  of  years  ago and i t ' s  a  ter r i f ic  course .   I 'm sure  
you ' re  s t i l l  put t ing your  s tudents  through the  r igors  of  tens  of  books  on 
s t ra tegy and pol icy .  
 I 'd  l ike  both  of  your  comments  on th is  separately  i f  they ' re  not  
qui te  the  same--how does  Japan and the  U.S. -Japan a l l iance  f igure  in to 
China 's  mar i t ime energy secur i ty  or  insecur i ty ,  as  i t  were?  
 DR.  YOSHIHARA:  In i t ia l ly ,  I  th ink the  Chinese  d id  see  some 
benef i t s  of  the  U.S.-Japan a l l iance .   I t ' s  t radi t ional ly  been seen as  k ind 
of  a  way to  keep the  Japanese  down.   In  o ther  words ,  the  U.S.  secur i ty  
assurances  and capabi l i t ies  and commitment  to  defend Japan would 
bas ical ly  provide  dis incent ives  for  the  Japanese  to  bui ld  up thei r  
mi l i tary  capabi l i t ies .  
 But  I  th ink that  a  few ar t ic les  have a l ready emerged wri t ten  by 
Chinese  scholars  who have sa id  tha t  i t ' s  the  kind of  the  end of  the  
s i lver  l in ing,  tha t  the  a l l iance  is ,  in  fac t ,  becoming a  p la t form for  
empowering Japan,  par t icular ly  wi th regard  to  the  development  of  
bal l i s t ic  miss i le  defense .  
 Speci f ical ly ,  re la ted  to  the  energy secur i ty  i ssue ,  I  think the  East  
China  Sea  dispute  i s  a  very  in teres t ing one.   Aside  f rom some of  the  
legal  d isputes ,  and of  course ,  d isputes  over  the  natural  gas  f ie lds ,  I  
th ink that  there  are  a lso  some opera t ional  considera t ions  wi th  regard  to  
the  East  China  Sea  dispute  that  might  in  fac t  involve  the  U.S. -Japan 
a l l iance .   And what  do I  mean by that?  
 I  think tha t  in  many of  the  scenar ios  in  which a  Taiwan cr is is  
sor t  of  f lares  up.   I f  i t  ge ts  c loser  to  the  point  of  conf l ic t ,  the  East  
China  Sea  could potent ia l ly  be  a  plat form from which the  Chinese 
could  essent ia l ly  declare  an  exclus ion zone,  based on thei r  
in terpretat ions  of  the i r  sovere ignty  and sovereign r ights  over  the  Eas t  
China  Sea .   I f  tha t ' s  the  case ,  we can see  i f  we buy China 's  argument  
that  the  Cont inental  Shel f  i s  rea l ly  what  empowers  the  Chinese  to  have 
sovereign r ights  over  the  Eas t  China Sea,  that  would extend China 's  
sor t  of  mari t ime author i ty  out  to  the  Okinawa Trough which is  just ,  
maybe 30,  40 mi les  f rom the  coas t  of  thei r  Ryukyu Is land chain  where  
a  t remendous  amount  of  American and Japanese  mi l i ta ry  power  res ides .  
 So I  think in  tha t  context ,  the  Chinese  c lear ly  have energy 



 

 

secur i ty  s takes  in  the  East  China Sea.   We cannot  forget  the  
operat ional  considera t ions  because  i t  would  c lear ly  benef i t  the  Chinese  
to  have that  k ind of  an  exclus ion zone wi th  regard  to  a  Taiwan Stra i t  
c r is is ,  and I  th ink that  would  pose  t remendous  chal lenges  to  the  
Japanese  pol icymakers  in  terms of  how do you deal  wi th  that?   What  
k ind of  sea  denia l ,  sea  control  capabi l i t ies  can the  Japanese  deploy in  
order  to  counter  that  type  of  a  scenar io  in  which the  Chinese  declare  an  
exclus ion zone? 
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 Thank you.  
 DR.  HOLMES:  Thank you.   A good quest ion.  I  should  preface  
my remarks  by saying they only  made you read tens  of  books  back 
then?  Y 'a l l  had i t  easy .  
 COMMISSIONER BROOKES:   500 great  books .  
 DR.  HOLMES:   One 5 ,000 page book.   I 'm going to  commit  a  
l i t t le  b i t  of  in te l lec tual  thievery  and then cas t  my answer  in  terms of  
Toshi 's  topic  which was  Chinese effor ts  to  bui ld  up sof t  power  to  the  
South .   I  guess  I 'm s taking out  the  southern  f ront  in  the  tes t imony 
today.  
 China  as  i t  looks  a t  the  South  China  Sea  has  been in  the  habi t  of  
what  our  col league up a t  the  War  Col lege ,  Peter  Dut ton,  has  ca l led  
mainta in ing a  managed confronta t ion wi th  Japan,  and provides  them 
basical ly  a  country  to  tee  off  wi th ,  remind regional  governments  of  
Japan 's  imper ia l  pas t  in  the  region and so  for th ,  cas t ing i t se l f  as  a  
benign power  that  has  the  bes t  interes t  of  the  region a t  hear t .  
 So as  i t  reaches out ,  t r ies  to  bui ld  up to  amass  the  sof t  power ,  
leading a l l  the  way down to the  St ra i t  of  Malacca ,  the  key waterway 
there ,  I  th ink Japan actual ly  provides  a  useful  fo i l  for  i t s  ef for t s  to 
make inroads  there .   Other  than that ,  I  l ike  what  you sa id .  
 VICE CHAIRMAN BLUMENTHAL:  Commiss ioner  Videnieks .  
 HEARING COCHAIR VIDENIEKS:   A fol low-up on the  East  
China  Sea  argument .   Do I  unders tand you to  say that  the  reason for  
U.S.  not  ra t i fy ing the  Law of  the  Sea  Treaty  would  be  opera t ional  
considera t ions?    
 DR.  HOLMES:  I 'm not  sure  I  ent i re ly  heard  the--  
 HEARING COCHAIR VIDENIEKS:   Okay.   I 'm asking a  
rhetor ica l  quest ion whether ,  to  what  extent  do mi l i tary  opera t ional  
considera t ions  fac tor  in to the  U.S.  not  accept ing the  200 mile  
Cont inenta l  Shel f  l imi ts?  
 DR.  HOLMES:   I 'm not  sure  I  would  necessar i ly  cas t  i t  in  
opera t ional  terms.   Cer ta inly  i t  undercuts  our  abi l i ty  to  go out  and 
mainta in  our  dip lomat ic  case  s ince  we haven ' t  become a  par ty  to  the  
t rea ty  ever  s ince  i t  was  inked back in  the  ear ly  1980s .   In  opera t ional  
terms,  I  th ink i t  g ives  the  Chinese  an advantage should they in  th is  
wors t  case  scenar io  that  Toshi  f ramed t ry  to  declare  some sor t  of  
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 DR.  YOSHIHARA:  I  would  only  add,  jus t  to  f lesh  out  some of  
the  sor t  of  legal  d isputes  between China and Japan,  i s  tha t  the  Chinese  
take  the  Cont inenta l  Shel f  argument .   The Japanese  take the exclus ive 
economic zone argument  wi th  the  midl ine .  
 My unders tanding of  the  in ternat ional  legal  in terpre ta t ion of  
those  two,  because  those  two kind of  coexis t  uneasi ly ,  i s  tha t  usual ly  
when there ' s  a  d ispute  over  that  k ind of  a  s i tuat ion,  the  EEZ midl ine  
d ispute  ac tual ly  takes  in ternat ional  precedent  over  the  Cont inental  
Shelf  argument .  
 HEARING COCHAIR VIDENIEKS:   Or  there  could  be  
cooperat ive  ac t ion.  
 DR.  YOSHIHARA:  Right ,  and the  Chinese  have  actual ly  s taked 
out  a  fa i r ly  novel  interpre ta t ion  f rankly  of  in ternat ional  law wi th 
regard  to  th is ,  and what 's  interes t ing is  some of  these  debates  that  are  
coming out  of  China  that  one  scholar  bas ica l ly  sa id ,  wel l ,  because  of  
the  s i l t  that  has  been coming out  of  the  Yel low Sea  into  the  Eas t  China  
Sea  over  h is tory ,  th is  re inforces  China 's  sovere ign c la ims tha t  the  
Cont inenta l  Shel f  i s ,  in  fact ,  China 's  sovereign ter r i tory .  
 So they wi l l  push the  argument  as  far  as  they can to  enforce  this  
novel  legal  in terpre ta t ion.  
 HEARING COCHAIR VIDENIEKS:   My second quest ion is  to  
Mr.  Herberg .   I f  indeed there  i s  only  one pool  of  o i l  and the  market  
ru les  the  seas  or  the  pool ,  why is  there  a  concern  about  maybe 70 
percent  of  the  o i l  reserves  being owned e i ther  by s ta tes  or  s ta te-owned 
companies?   I s  there  a  t rend away f rom that  now and i t ' s  a  misguided 
concern?  
 MR.  HERBERG:  Countr ies  where  we can ' t  ge t  access  to  the  o i l ,  
where  we can ' t  inves t - -  
 HEARING COCHAIR VIDENIEKS:   Wel l ,  access  could  be  by 
mi l i tary  power  or  otherwise .   Access  i s  access .   But  I 'm saying in  th is  
case ,  70 percent  of- -my unders tanding is  tha t  70  percent  of  o i l  reserves  
are  owned e i ther  by fore ign governments  or  s ta te-owned companies .   
So the  majors  are  shoot ing for  the  remaining 30.   I s  there  a  fa lse  
concern  about  th is  fore ign ownership ,  th is  s ta te / fore ign company 
ownership ,  the  s ta te  owning 70 percent?  
 MR.  HERBERG:  I  th ink the  problem there  i s  tha t  so  much of  
tha t  o i l  i s  not  get t ing developed up because  i t ' s  under  the  control  of  
the  nat ional  o i l  companies  who e i ther  don ' t  have the  capi ta l  or  won ' t  
put  the  capi ta l  in to  developing up that  o i l  to  meet  growing oi l  supply  
needs/demand global ly .   And that ' s  the  rea l  se t  of  problems that  we as  
consumers  a l l  face .  
 HEARING COCHAIR VIDENIEKS:   Not  enough R&D or?  
 MR.  HERBERG:  Wel l ,  jus t  s imply the  unwil l ingness  to  inves t  
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I ran ,  Niger ia ,  Venezuela ,  I  could  go down the  l i s t - -  
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 HEARING COCHAIR VIDENIEKS:   Mexico.  
 MR.  HERBERG:  - -of  murderer 's  row of  countr ies  that  are  not  
inves t ing  in  ra is ing o i l  product ion when they ' re  s i t t ing on large  s izable  
reserves .   At  the  same t ime,  demand jus t  keeps  bumping up agains t  
supply .   That ' s  what  we have in  common wi th  China  and that ' s  a  g lobal  
one-pool-of-  o i l  problem that  you ' re  not  growing the  pool  to  meet  that  
r i s ing demand,  but  i t  i s  one  of  the  th ings  that  contr ibutes  to  th is  sense  
of  scarc i ty ,  fear  over  your  secur i ty  of  suppl ies  and feeds  th is  
a tmosphere  of  compet i t ion ,  le t ' s  t ry  to  uni la tera l ly  secure  our  o i l ,  
which ul t imate ly  i s  fu t i le- - fu t i le  in  the  sense ,  not  fu t i le .  
 VICE CHAIRMAN BLUMENTHAL:  Unless  someone e lse  has  a  
ques t ion,  I  th ink we ' l l  wrap up and take  a  f ive  minute  break before  the  
next  sess ion.   But  thank you a l l  very ,  very  much for  a  fasc inat ing and 
very  useful  tes t imony and we very  much apprecia te  your  ins ights  and 
your  contr ibut ions  to  our  mandate .  
 Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

 
PANEL V:  THE ENVIRONMENTAL CONSEQUENCES FOR 

CHINA, THE UNITED STATES AND THE WORLD OF CHINA’S 
ENERGY CONSUMPTION 

 
 HEARING COCHAIR D'AMATO:  The Commiss ion wi l l  come to  
order  for  the  f i f th  and f inal  panel  of  our  day,  which focuses  on the  
impact  of  China 's  energy consumpt ion on i t s  environment .  
 Dr .  Jennifer  Turner  i s  the  coordinator  of  the  China  Environment  
Forum and a  Senior  Projec t  Associa te  a t  the  Woodrow Wilson 
Internat ional  Center  for  Scholars .   She  coordinates  several  research 
exchange ac t ivi t ies  in  China ,  the  Uni ted Sta tes  and Japan on issues  of  
environmental  non-governmental  organizat ions ,  environmental  
journal ism,  r iver  bas in  governance,  water  conf l ic t  resolut ion and 
municipal  f inancing of  environmental  infras t ructure .   Dr .  Turner  has  
publ ished f requent ly  on China 's  environment  and energy issues .  
 Also  jo ining us  today is  Dr .  Mun S.  Ho,  who is  a  Vis i t ing 
Scholar  a t  Resources  for  the  Future .   Dr .  Ho 's  research focuses  on 
economic growth,  product iv i ty ,  taxat ion and environmenta l  economics .  
 Dr .  Ho a lso  works  wi th  the  Harvard Univers i ty  Center  for  the  
Environment  focusing on Chinese  energy use  and environmental  pol icy .   
He recent ly  co-edi ted “Clear ing the  Air :  Assess ing the  Heal th  and 
Economic Damages  of  Air  Pol lu t ion in  China .”  
 Thank you both  for  coming and tes t i fy ing before  the  Commiss ion 



 

 

today.   We look forward to  your  remarks  and we ' l l  begin  wi th  Dr .  
Turner .   You ' l l  have seven to  ten  minutes  and then Dr .  Ho,  and then 
we ' l l  open i t  up  to  some Q&A.   So Dr .  Turner ,  go ahead.  
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STATEMENT OF JENNIFER L.  TURNER 
COORDINATOR, CHINA ENVIRONMENTAL FORUM 

WOODROW WILSON INTERNATIONAL CENTER FOR 
SCHOLARS,  WASHINGTON, D.C.  

 
 DR.  TURNER:  Thank you very much.   I 'm real ly  honored to  
come here  and ta lk  to  a l l  of  you.  Seeing th is  as  more  a  conversa t ion in  
the  end,  I  l ike  the  smal l  group.   S ince  1999,  I 've  been di rec t ing the  
China  Environment  Forum at  the  Woodrow Wilson Center ,  and we put  
on meet ings ,  br inging together  government ,  NGO, business  and 
researchers  in  U.S.  and Asia ,  t ry ing to  promote  d ia logue to  unders tand 
China 's  energy and environmental  problems and looking for  
oppor tuni t ies  for  col laborat ion.  
 For  a  lot  of  my comments  today,  I 'm drawing f rom--I  jokingly 
ca l l  them my China  Environment  Mafia .   Many of  them do energy 
work,  and so  I  work wi th  a  lo t  of  on- the-ground people  so  I  am fa i r ly  
famil iar  wi th  a  lo t  of  the  projec ts  that  are  done.  
 Also ,  over  the  pas t  e ight  months,  I 've  a lso  been working wi th  
Western  Kentucky Univers i ty  on a  project  tha t ' s  funded by USAID 
cal led  the  China  Environment  Heal th  Project ,  which is  why I  wi l l  a l so 
in ter jec t  some comments  on the  heal th  l inkage wi th  energy.  
 As  I  noted in  my wri t ten  tes t imony,  my comments  are  my 
personal  opinion,  not  necessar i ly  those  of  the  Woodrow Wilson Center ,  
and in  my seven minutes  I  have four  main  areas  to  ta lk  about  tha t  I  
would  l ike  to  explore  fur ther  af ter  Dr .  Ho ta lks ,  and we can have a  
b igger  conversat ion.  
 F i rs t  of  a l l ,  the  i ssue  of  t ransboundary impacts  of  China 's  a i r  
pol lu t ion and energy consumption.   They are  s ignif icant  and they are  
growing both  domest ical ly  and t ransboundary.  
 As  I  know,  I 'm sure  you 've  been hear ing a l l  day,  that  China  
consumes more  energy and emits  more  greenhouse  gases  than any 
country  than U.S.   They wi l l  be  surpassing us ,  we bel ieve ,  wi thin  the  
next  year .  
 But  bes ides  CO2 emiss ion,  SO2 and mercury emiss ions ,  b lack 
soot  from coal  burning are  a lso  o ther  major  t ransboundary pol lu tants  
f rom China .   Par t iculates ,  mercury  and dust  f rom China  are  a lso  
worsening a i r  as  far  away as  the  U.S.  west  coas t .   We hear  a  lo t  about  
China 's  ac id  ra in  in  Japan and Korea  that  i s  hur t ing  fores ts  and water  
there ,  but  there  i s  research done on the  west  coas t  of  the  Uni ted  Sta tes  



 

 

that  I 'm sure  in  your  bulk  of  mater ia l  have  seen that  there 's  a  good 
chance  tha t  China 's  par t icula tes  are  probably  nul l i fy ing the  progress  
that  Cal i fornia  and other  western  s ta tes  are  making in  the  Clean Air  
Act .  

 

 
 
 
  

- 133 -

 

 I t ' s  even been s ta ted  that  poss ibly  one- thi rd  of  Cal i fornia 's  f ine  
par t iculate  pol lut ion or ig inates  in  Asia .    
 Another  area  bes ides  the  t ransboundary issue ,  which again  we 
can ta lk  more  about  in  the  Q&A, there 's  another  area  where  China 's  
energy consumpt ion is  having negat ive  environmenta l  impacts  
in ternat ional ly ,  namely,  China 's  going-out  s t ra tegy for  energy,  looking 
for  o i l  and natura l  resources  in  Afr ican countr ies ,  Lat in  America .  
 China 's  Exim Bank,  unt i l  recent ly  has  had a  very  kind of  c losed 
pol icy  on what  thei r  envi ronmenta l  and socia l  impacts  cr i te r ia  were,  
and whi le  we 've  jus t  s tar ted a t  the  China Environment  Forum to  hold 
some meet ings  on this  i ssue ,  we focused in i t ia l ly  on Afr ica  and 
actual ly  dam bui ld ing,  but  I  am actual ly  in  the  process  of  t rying to  
gather  more  expor ts  who are  looking a t  the  environmenta l  impacts  of  
China 's  o i l  and other  projec ts ,  but  there  are  some posi t ive  s igns .  
 China  Exim Bank a  month  ago re leased thei r  envi ronmenta l  
pol icy .   They 've  a lso  agreed the ir  working wi th  the  World  Bank on how 
to  improve meet ing in ternat ional  s tandards  for  environment  and socia l  
impacts  in  the i r  inves tments .   So these  are  good s igns  and I  jus t  
ment ion i t  k ind of  f lagging i t  as  a  poss ib le  area  of  a lso  maybe 
col laborat ion.  
 Second area ,  a i r  pol lut ion dr ivers .   I  th ink that  knowing some of  
the  dr ivers  k ind of  h ighl ights  o ther  areas  for  col laborat ion  that  the  
U.S.  could  do wi th  China .  
 We know that  China ,  they have a  large  popula t ion and rapid  
economic growth,  and i t ' s  dr iv ing thei r  energy consumption.   And 
they ' re  s t ruggl ing to  keep up the  supply .   One fac to id  tha t  I  came 
across  today that  I  th ink nicely  i l lus t ra tes  th is ,  bes ides  jus t  hear ing 
about  the  brownouts  in  China ,  i s  tha t  th is  year  the  increase  in  new ai r  
condi t ioners  in  China ,  wi l l  probably  exceed the  capaci ty  of  the  mass ive  
Three  Gorges  Dam in  producing energy,  jus t  to  g ive  you a  kind of  
fee l ing about  how big  thei r  energy growth is .  
 But  ac tual ly  i t ' s  not  jus t  the  popula t ion and the  speed of  growth.   
The bigges t  k ind of  culpr i t ,  shal l  I  say ,  in  the  a i r  pol lu t ion coming 
f rom the  energy sector  i s  ac tual ly  China 's  weak environmenta l  
governance sys tem.  
 Now,  the  Chinese  centra l  government  rea l ly  has  pr ior i t ized 
environmental  protect ion and energy eff ic iency,  and you 've  probably  
ta lked to  some people  about  that  a l ready.   But  thei r  capaci ty  for  
ac tual ly  implement ing these laws is  to  many surpr is ingly  weak.   The 
success  of  the  economic  reforms in  China came from decentral iza t ion 



 

 

of  author i ty  to  local  governments .  
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 So  Bei j ing  real ly  has  a  lo t  of  d i f f icul ty  in  control l ing local  
governments  and enforc ing a l l  k inds  of  regulat ions  re la ted  to  a i r  
pol lu t ion control  and water  pol lu t ion.   There 's  a  lo t  of  protect ionism at  
the  local  level  that  means  tha t  Bei j ing  i s  weak.   Also China 's  Sta te  
Environmenta l  Protect ion Adminis tra t ion,  unt i l  recent ly ,  has  been 
pre t ty  weak.  
 They only  have about  300 people .   They ' re  poor ly  funded.   That ' s  
s tar t ing to  change.  There 's  one  encouraging s ign is  that  U.S.  EPA is  
working wi th  thei r  counterpar ts  in  China  to  se t  up s ix  regional  off ices  
to  mirror  what  we ' re  doing.   Notably ,  th is  in i t ia t ive  is  funded by the  
Asia  Development  Bank,  and that ' s  something that  I 'm a lso  seeing that  
a  lot  of  the  U.S.  agencies  that  are  working in  China  on energy 
environments ,  th is  k ind of  cooperat ion hasn ' t  sadly  been very  wel l  
sus ta ined over  the  pas t  20 some years .  
 But  in  the  las t  couple  of  years ,  I 'm seeing some of  the  
Europeans ,  the  Asia  Development  Bank ac tual ly  kind of  he lping to  
fund the  EPA and our  o ther  agencies  and doing some work in  China ,  
and that ' s  an  encouraging s ign.  
 Over  the  pas t  few years ,  the  Chinese  government  wi th  
in ternat ional  ass is tance  has  been in i t ia t ing many progress ive  energy 
pol ic ies  and pi lot  projec ts  as  wel l  as  opening a  lo t  of  space  for  
environmental  non-governmental  NGOs in  th is  area .   Notably ,  a  lo t  of  
U.S.  NGOs are  doing work in  China  on energy issues .   I t ' s  not  
genera l ly  suppor ted by U.S.  government  funds .   USAID,  I  ment ioned I  
had a  grant ,  but  they ' re  very ,  very  few of  those .  
 A lo t  of  thei r  money actual ly  comes f rom the  Energy Foundat ion 
out  in  Cal i fornia  tha t  has  been working on promot ing ef f ic iency and 
c lean energy development  in  China  for  the  past  e ight  years .   Looking 
a t  the  k ind of  work that  the  Natura l  Resources  Defense  Counci l  has  
done in  br inging together ,  for  example ,  Cal i fornia  Energy and Publ ic  
Ut i l i t ies  to  par tner  wi th  J iangsu Province  on creat ing a  demand s ide 
management  center  can help  a  local  government  bui ld  thei r  capaci ty  
for  energy ef f ic iency.   I  h ighl ight  tha t  example  because  I  see  that  as  a  
rea l ly  promis ing di rect ion.  
 As  I  noted,  one of  the  main dr ivers  i s  local  government  
in t rans igence  and on implement ing pol icy .   As  you explore  ways  of  
cooperat ion,  I  th ink looking a t  local  to  local  or  working more  wi th  c i ty  
provincia l  governments  in  China  is  a  good avenue because  the  centra l  
government  i s  convinced that  the  lack of  capaci ty  i s  a t  the  local  level .  
 Now,  the  economic and heal th  cos ts  of  a i r  pol lu t ion  in  China  are  
great .   And the  heal th  and environmental  threats ,  as  you probably  
know,  are  coming f rom coal  f i red  power  plants ,  but  a lso  a  poor ly  
regula ted mining sector .   I  passed out  a  l i t t le  newslet ter  f rom the  



 

 

Wilson Center ,  mainly  because  i t  had a  p ic ture  of  Linfen,  which you 've  
probably  never  heard  of  before ,  but  the  World  Bank has  declared 
Linfen the  most  pol luted  c i ty  in  the  wor ld ,  and i t ' s  actual ly  because  i t ' s  
surrounded by dozens  of  coal  mines  and coal  mines  in  China  are  
ext remely poor ly  regula ted.  
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 You 've  probably  heard  of  the  s ta t  that  China  leads  in  the  wor ld  in  
terms of  deaths  of  coal  miners ,  but  a lso  something that ' s  not  of ten  
brought  to  the  forefront  in  looking a t  China 's  energy pol lu t ion t rends  is  
that  how pol lut ing coal  mines  are .   Not  only  do they pol lute  local  
communi t ies  in  terms of  the  dus t ,  but  a lso  the  ta i l  minings  contaminate  
water .   They are  a  b ig  contr ibutor ,  par t icular ly  in  nor thern  China ,  of  
water  pol lu t ion.  
 I  know your  focus  is  energy,  but  again  energy and water  i ssues  
are  l inked in  China .   About  hal f  of  Chinese  r ivers  are  ra ted  as  grade  
four  or  f ive ,  which means  you should  not  use  i t  for  indust ry ,  
agr icul ture  and don ' t  dr ink i t .   So the  water  problems are  very  great .   
The l inkage wi th  the  coal  mines  i s  something that  could  be  noted  as  
another  area  of  col laborat ion.  
 Another  k ind of  heal th  threat  f rom energy consumpt ion in  China  
is  ac tual ly  indoor  a i r  pol lu t ion.   Indoor  a i r  pol lu t ion,  the  World  Heal th  
Organizat ion es t imates  that  about  400,000 people  d ie  annual ly  in  China  
f rom indoor  a i r  pol lu t ion.   They use  a  lo t  of  coal  br iquet tes .   In  
Southwest  China ,  the  coal  has  natural ly  occurr ing arsenic  in  i t  as  wel l .  
 So  when they use  the  coal  in  thei r  house ,  i t ' s  not  jus t  brea thing,  
but  drying the i r  chi l i  peppers  and corn over  i t  so  that  they ' re  poisoning 
themselves  a lso  wi th  thei r  indoor  a i r .  
 The USGS has  done some work in  Southwest  China  on indoor  a i r  
pol lu t ion t ry ing to  f ind a  quick method to  tes t .   The method was  
d is t r ibut ing some tes t ing  ki ts  to  communi t ies  so  they could  tes t  thei r  
coal  and t ry  to  f ind some that  had lower  level  arsenic  to  t ry  to ,  again ,  
lower  exposure .  
 Another  rea l ly  promis ing angle  for  col laborat ion  that  I  don ' t  see  
enough a t tent ion paid  to i s  the  energy and heal th  nexus  or  jus t  the  
environment  and heal th  nexus .   
 Besides  the  USGS project ,  U.S.  EPA has  been doing some real ly  
phenomenal  work ca l led  the  In tegra ted  Environmenta l  St ra tegies  
In i t ia t ive .   I  don ' t  know i f  you heard  about  i t  th is  morning wi th  the  
tes t imony there ,  tha t - - i t ' s  a  funny t i t le - -but  the  focus  i s  energy opt ions  
and heal th  benefi t s .  
 In  the  la te  1990s ,  they s tar ted  a  three-year  s tudy in  Shanghai  
wi th local  researchers  and local  governments  looking a t ,  wel l ,  what  
type  of  energy choices  does  Shanghai  make in  terms of  cars ,  energy,  
heat ing,  and how would that  af fec t  the  publ ic 's  heal th?   And af ter  the  
three-year  s tudy,  they gave a  presenta t ion,  which led  the  Shanghai  



 

 

government  to  s ignif icant ly  change thei r  10th  Five-Year  Plan to  put  a  
lo t  more  pr ior i ty  and inves tment  in to c leaner  energy opt ions  for  the  
c i ty .  
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 In  my e ight  years  a t  the  Woodrow Wilson Center ,  this  i s  one  of  
those  projects  tha t  has  an  impact .   This  has  made a  d i f ference.   And I  
th ink that  a lso  resonates  rea l ly  wel l  wi th  the  pol icymakers .   Local  
government  off ic ia ls  are  mot ivated to  make prof i t s .   Showing the  exact  
costs ,  disseminate  that  informat ion more  widely  in  your  projects ,  to  the  
publ ic ,  the  researchers ,  I  th ink can rea l ly  help  k ind of  move forward 
some of  the  changes  that  need to  happen at  the  local  level .  
 EPA has  cont inued doing th is  work focusing on a  s tudy in  
Bei j ing.   They 've  done a  s l ight ly  broader  nat ional  s tudy,  more  could  go 
on.   NIH,  Lawrence Berkeley Nat ional  Lab,  and a lso  EPA have a lso  
been doing some work on indoor  a i r  pol lu t ion.  And NIH and obviously  
NSF also  have done a  lo t  of  work in  the  heal th  sector .  
 Another  reason I  think that  the  heal th  sector  i s  important  to  note  
i s  that  in  China  in  the  rural  a rea ,  in  par t icular ,  there  is  os tensibly  no 
heal th  care  system.   China  ranks  187th  out  of  191 countr ies  in  terms of  
access  to  heal th  care .  
 So I  have more  s ta ts  about  how awful ,  awful  a i r  qual i ty  and 
water  qual i ty  are  in  China ,  but  when you th ink that  the  people  in  
China ,  they ' re  l iv ing in  a  very  polluted  environment  and lacking access  
to  good heal th  care ,  i t ' s  a  coming cr is is .   So that ' s  why again  one of  my 
big  points  i s  jus t ,  you know,  again ,  toss ing out  there  to  th ink about  the  
k ind of  energy and heal th  nexus .  
 Las t  couple  comments  here .   I  touched on a  few al ready.   China  
has  many chal lenges  and many oppor tuni t ies  for  col laborat ion in  k ind 
of  helping to  c lean up China 's  dependence on coal .   They wi l l  remain  
dependent  on coal  a t  leas t  as  much as  they are  today,  about  70 percent ,  
for  the  next  20 years ,  even though they have been,  as  you probably  
heard  th is  morning,  broadening thei r  energy por t fol io .  
 There 's  a lso  a  lo t  of  oppor tuni t ies  for  developing a l ternate  
energy resources .   I  th ink that  the  U.S.  government  has  been over  the  
las t  20  some years  of  doing coopera t ion less  involved and less  
consis tent  in  working wi th  China  on energy environment  than U.S.  
NGOs and other  in ternat ional  organizat ions  in  China.   And i t  jus t  
hasn ' t  been a  major  pr ior i ty .  
 But  I 'm seeing there 's  s t i l l  cont inuing projects ,  but  again  they ' re  
not  as  consis tent .   In  this  coopera t ion,  they don ' t  need tons  of  money;   
i t ' s  jus t  somet imes  an  i ssue  of  capaci ty  bui ld ing.   Over  my years  I  hear  
s tor ies ,  EPA s taf fers ,  they can ' t  even have money to  f ly  over  to  China .   
But  the  Chinese  are--a lso  the  SEPA,  you know,  they ' re  p icking up a  lo t  
of  the  cos ts  for  some of  the  shared t ra in ing.  
 So I  think that  the  Chinese are  very ,  what  I 've  seen over  the  



 

 

years ,  very  in teres ted  in  working wi th  the  U.S.  government  on energy 
environmenta l  i ssues  and I 'm very  exci ted  that  a l l  of  you are  in teres ted  
in  looking a t  th is  k ind of  energy cooperat ion.   And I 'm going to  s top 
there .  
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[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Dr.  Jennifer  L.  Turner 
Coordinator,  China Environmental  Forum 

Woodrow Wilson Internat ional  Center  for  Scholars  
Washington,  D.C.  

 
China’s Energy Consumption and Opportunities for U.S.-China Cooperation to Address the Effects of 
China’s Energy Use 
 
Since 1999, I have directed the China Environment Forum at the Woodrow Wilson Center. In the China 
Environment Forum we convene meetings and create publications that promote dialogue among U.S. and 
Chinese scholars, policymakers, businesses, and nongovernmental organizations (NGOs) on environmental 
and energy challenges in China. In the course of my work I have become acquainted with many 
government, NGO, business, and research representatives from the United States and Asia who are active 
in projects and policy development to address China’s energy challenges. I draw much of my comments 
today from insights I have learned in working with many of these on-the-ground energy practitioners, as 
well as from work the China Environment Forum has been doing with Western Kentucky University on the 
China Environmental Health Project, an initiative supported by the U.S. Agency for International 
Development. I would like to note that my comments today are my personal opinion and they do not reflect 
the views of the Woodrow Wilson Center. In my seven minutes I have four points to make about the 
environmental impacts of China’s energy use and I will highlight some opportunities for U.S.-China 
cooperation. I welcome the discussion with the commission and Dr. Ho after my comments. 
 

1)    Transboundary Impacts of China’s Air Pollution and Energy Consumption. China already 
consumes more energy and emits more greenhouse gases than any country except the United 
States. It is expected to surpass the United States in CO2 emissions sometime later this year. 
Carbon dioxide (CO2) emissions, sulfur dioxide (SO2) and mercury emissions from coal burning 
are some of the main transboundary pollutants from China. Besides pollution emissions from 
China, many of the China Exim Bank investments into oil and other resource extraction 
internationally have degraded the environment overseas, particularly in Africa. However, in recent 
months China Exim Bank has initiated dialogues with other international financial institutions on 
improving its transparency and strengthening oversight of the environmental and social impacts of 
its investments. 

  
2)   Air Pollution Drivers. The main drivers of China’s air pollution problems are dependence on coal 

for energy, growing car use and, most crucially, the country’s weak environmental governance 
system. Over the past few years the Chinese government, often with international assistance, has 
been initiating many progressive energy policies and pilot projects, as well as opening more space 
for international and domestic environmental nongovernmental organizations (NGOs) to work in 
this area.  

 
3)   Economic and Health Costs of Air Pollution in China. China is the largest producer and 

consumer of coal in the world. Abundant natural coal reserves have fueled China’s booming 
economic development; however, the increasing domestic health threats from coal-fired power 
plants, a poorly regulated coal mining sector, and coal briquette use in rural homes pose 
significant challenges for the Chinese government to address due to local government 



 

 

protectionism and a weak health care system. The serious environmental and public health 
problems created by coal use may nullify much of China’s GDP growth.  
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4)   Challenges and Opportunities of China’s Continued Coal Dependence and Development of 

Alternative Energy Sources. Over the past few years the Chinese government has diversified its 
energy portfolio to expand nuclear and renewable energy development, particularly hydropower, 
which is slated to quadruple by 2020. However, due to exploding energy demand, the dependence 
on coal will remain around 70% for the next two decades. This continued dependence highlights 
the need for even more collaboration with China on energy efficiency initiatives, clean coal 
technologies and policies to help improve the capacity of China’s environmental watchdogs to 
better monitor power plants and enforce emissions control and trading policies. International 
assistance could also improve the design and planning of renewable energy projects, particularly 
hydropower, in which the lack of local government accountability often has led to ill-conceived 
and poorly executed dams that do not take ecological and human livelihood costs into account. 
The U.S. government has been much less involved and less consistent in working with China on 
clean energy and energy efficiency than many other bilateral, multilateral, and nongovernmental 
clean energy initiatives. The fairly significant number of U.S. NGOs and bi/multilateral 
organizations engaged in improving China’s energy development offers the U.S. government 
many opportunities for forming partnerships in clean energy and energy efficiency work in China.  

 
1) China’s Domestic and Transboundary Air Pollution  
China has the dubious distinction of having 16 out of the world’s 20 most polluted cities. Beijing’s efforts 
to clean up the city’s air before hosting the 2008 summer Olympics have highlighted China’s broader 
challenge in addressing the serious urban air pollution from cars, coal, and dust (from desertification and 
construction). Rural areas also face serious indoor air pollution challenges from coal burning for household 
use.  
 
Coal, most of it dirty, fuels 70 percent of China’s energy and is the main source of the country’s domestic 
and transboundary air pollution. Notably, in the 1990s as many Chinese cities shifted away from coal to 
natural gas heating, personal car ownership grew phenomenally (although still quite low when compared to 
per capita rates in industrialized countries). Today, CO2 emissions from cars have replaced coal as the 
major source of air pollution in major Chinese cities. Despite considerable efforts to promote energy 
efficiency and renewables, China will remain dependent upon coal for the foreseeable future. 
 
The lack of widespread coal washing infrastructure and scrubbers at Chinese industrial facilities and power 
plants highlight the potential negative domestic and global air impacts of China’s plans to build 562 new 
coal-fired power stations by 2012. China already emits more greenhouse gases (GHG) than any country 
except the United States, and is expected to surpass the United States in GHG emissions sometime this year 
(although cumulatively, U.S. CO2 emissions will be greater since it remains in the atmosphere for nearly 
100 years). The expansion of China’s power plants alone could nullify the cuts required under the Kyoto 
Protocol from industrialized countries. 
 
Regionally, sulfur dioxide (SO2) and mercury emissions from coal burning are some of the main pollutants 
spreading from China. Acid rain resulting from coal and fossil fuel combustion has damaged nearly one-
third of China’s limited cropland and also severely degraded forests and watersheds on the Korean 
Peninsula and in Japan.  
 
Particulates, mercury, and dust from China are also worsening air quality as far away as the U.S. west 
coast. While mercury is insoluble as it leaves smokestacks in China, by the time it reaches the U.S. west 
coast it transforms into a reactive gaseous material that dissolves easily in the wet Pacific Northwest. While 
it is difficult to track the exact sources of overseas pollutants, some U.S. researchers have estimated that 
approximately one-third of California’s fine particulate pollution originates from Asia. There are concerns 
in California and other west coast states that these pollutants could potentially nullify their progress in 



 

 

meeting stricter Clean Air Act requirements. In May 2006, researchers at the University of California-
Davis claimed that nearly all the particulate matter over Lake Tahoe originated from China. The 
researchers of one study featured in The Oregonian posited that at least one-fifth of the mercury entering 
the Willamette River in Oregon comes from abroad, most likely from China. This mercury is even 
beginning to build up to toxic levels in the local wildlife. 
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Notably in China, data on carbon dioxide (CO2) and mercury emissions from coal burning have not been 
released since 2001. Unconfirmed data estimate that China releases 400 to 600 tons of mercury each year 
(U.S. emissions are approximately 48 tons each year). Coal burning in China is possibly emitting up to 25 
percent of global mercury. A 2006 the Chinese State Environmental Protection Administration (SEPA) 
survey found that 41 percent of fish species in water bodies in eastern Jiangsu Province, where there is a 
high concentration of manufacturers, contained various heavy metals transmitted through polluted air fall-
out. The lack of data in China on air emissions complicates efforts at promoting emissions trading and 
environmental information disclosure programs and highlights an area where more international 
collaboration could be very useful. 

Another often overlooked pollutant creating hazy skies in China and beyond is black carbon (BC) soot. 
BC—the active ingredient in haze produced by vehicles, burning crop residues, and household stoves—is 
potentially the second most important global warming gas after CO2. China is the largest BC-emitting 
country in the world (responsible for 17 percent) and small BC particles are causing hundreds of thousands 
of premature deaths from respiratory illnesses each year in China. In combination with SO2, BC particles 
are blocking sunlight and may be lowering crop yields by 30 percent for grain crops in China. Regionally, 
BC emissions may be heating the atmosphere and destabilizing weather in China and in the Pacific region.  

Another environmental impact linked to China’s energy consumption is China’s overseas investments into 
oil and other resource extraction. China’s export credit and guarantee agencies—in particular China Exim 
Bank and Sinosure—have played an important role in fostering the rapid expansion of Chinese trade and 
overseas investment. In 2005, China Exim Bank approved loans with a volume of $20 billion. Established 
only in 1994, the institution has grown to become the world’s third largest export credit agency, financing 
many oil, mining, dam, and other infrastructure projects in the Africa and Latin America. China Exim 
lending practices tend to follow China’s foreign policy, with package deals frequently focusing on projects 
that provide access to raw materials, and on concessional loans for economically and politically important 
countries. In Africa, China Exim Bank is investing in many much-needed infrastructure projects, but often 
without strict social and environmental standards, which potentially undermine efforts to bring about good 
governance, environmental protection and social justice. Over the past few months there have been signs 
that China Exim Bank is becoming more receptive to improving its oversight of investments—it recently 
released its environmental policy documents and has begun discussions with the World Bank on 
strengthening the environmental and social impacts of its investments. The U.S. government could also 
become involved in working with China Exim Bank to help bring it up to international standards on 
environmental protection. 
 
2) Main Drivers of Air Pollution Problems 
While China’s large population and rapid economic growth are driving its phenomenal energy 
consumption, it is the country’s dependence on coal combined with a weak environmental governance 
system that explain the considerable air pollution and other ecological damage from the energy sector.  
 
In 1979, Deng Xiaoping granted local governments considerable authority to promote economic growth, 
which they have, but at a major cost to the environment. Strong local governments routinely ignore the 
poorly funded and understaffed State Environmental Protection Administration (SEPA) and its local 
bureaus. As the above section indicated, China’s failing environmental governance system not only poses 
domestic health and ecological threats, but also is creating negative environmental impacts regionally and 
globally.  
 



 

 

To push better energy conservation and pollution control from power plants at the local level, the central 
government has passed progressive energy laws that create incentives for local officials to develop clean 
coal and renewable energy sources. There is also a continued, yet still unsuccessful effort to create a green 
GDP system to judge local officials on their environmental performance. A number of U.S. research 
institutions and NGOs—many with funding from the Energy Foundation—have been pursuing energy 
conservation and clean energy programs with both central and local governments over the past decade. 
Some of the most promising kinds of international projects are those working to build the capacity of local 
governments in the energy sector. For example, Natural Resources Defense Council and the China-U.S. 
Energy Efficiency Alliance have brought together the Jiangsu Provincial Economic & Trade Commission, 
the California Public Utilities Commission, and California Energy Commission to develop end-use energy 
efficiency incentive (demand-side management) programs in Jiangsu Province. Another vital local capacity 
building effort that could significantly improve SEPA’s ability to monitor and enforce air pollution control 
laws is the creation of six regional environmental protection offices. The U.S. Environmental Protection 
Agency is working with their Chinese counterparts on this promising initiative, which is notably funded by 
the Asian Development Bank. 

 

 
 
 
  

- 140 -

 

 
3) Growing Economic and Health Costs from Coal Burning  
In 2006, the Chinese State Environmental Protection Administration estimated that environmental 
degradation and pollution cost the economy at least 10 percent of its GDP annually. Acid rain alone is 
causing ecological degradation and human health problems that cost the country $13 billion annually. 
Statistics in China are often difficult to find or verify, but overall studies on China’s air pollution indicate 
serious threats to economic growth, the environment, and human health: 
 
• Climate experts within China link greenhouse gas emissions and deforestation to the rising incidences of 
natural disasters witnessed in the first half of 2006, which forced the evacuation and relocation of 13.2 
million people and killed more than 2,300, causing direct economic losses of $24 billion.  
 
• China’s Meteorological Administration has estimated that air pollution is driving some extreme weather 
events, which hamper China’s economic growth by between 3 to 6 percent of GDP, or $70-130 billion, 
annually.  
 
• Estimates on respiratory illnesses from China’s air pollution leading to early deaths range from 300,000 to 
500,000.  
 
• Indoor air pollution—much from burning coal briquettes—contributes significantly to the leading cause 
of death among children in rural China—pneumonia. With 80 percent of the population using solid fuels 
(particularly coal briquettes), the World Health Organization estimates that 394,200 people die annually 
from indoor air pollution in China. Respiratory problems are particularly acute in China’s countryside 
because many rural residents lack any form of health coverage and medical care has become prohibitively 
expensive as the industry increasingly is privatized. A recent WHO survey has ranked China 187th out of 
191 countries in terms of equality to medical treatment.  
 
• Air pollution also poses a threat to international investment in China. In February 2007 the China 
Environment Forum hosted a talk on air pollution and health in southern China in which Christine Loh, 
founder of the Hong Kong think tank Civic Exchange, suggested that Hong Kong could lose its status as 
the economic hub of Asia if the city does not clean up its skies. One sign the financial sector may already 
be fleeing smoggy Hong Kong was a statement from Merrill Lynch recommending that investors switch 
their real estate investments from Hong Kong to Singapore, a city with significantly cleaner air. In the long 
run other Chinese cities may experience a similar flight in international investment. Beijing and Shanghai 
are already considered hardship posts for employees of international companies due to the poor 
environmental quality.  
 
Environmental and Health Impacts of Coal Mining Sector 

http://www.wilsoncenter.org/%E2%80%9Chttp://www.civic-exchange.org/index.php?cat=88%E2%80%9D
http://www.wilsoncenter.org/%E2%80%9Chttp://www.webcitation.org/5MKczxrra%E2%80%9D


 

 

Linfen—a major coalmining city in Shanxi Province—has been dubbed the most polluted city in the world 
by the World Bank.
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 The coal industry has greatly boosted the city’s economic development; however, it has 
led to the dramatic deterioration of the environment and a rise in major health problems. Crops are covered 
in grey dust and considered toxic, and the coal pollution dust is so great cars must use headlights during the 
day. City residents suffer from respiratory illnesses from the severe pollution generated by dozens of coal 
mines surrounding the city. Many other cities, particularly in northern China face similar problems from 
coal mining. 
 
Coal production in China has increased about 66 percent over the past 5 years from 1.38 billion tons in 
2001 to 2.3 billion tons in 2006. China’s huge coal mining sector is strikingly antiquated and highly 
polluting when compared to the industry in developed countries.  
China has approximately 30,000 coal mines, 80 percent of which are small mines, which are the major 
source of the environment, safety, and public health problems. Besides air pollution, degradation of water 
and land are growing environmental problems. Enforcement of laws to limit these problems is weak and 
mines are thus not pushed to internalize the costs of their production. Some of the key environmental 
impacts from coal mining include: 
 
• Methane Emissions. Globally, coal mines release about 8 percent—nearly half—of all human-induced 
methane emissions. China is the world’s leading emitter of coal mine methane. With a global warming 
potential 23 times greater than CO2, methane is a potent greenhouse gas, which highlights the significant 
impact a decrease in methane emissions could have on limiting potential global climate change. Methane in 
mines is also responsible for many explosions, the main cause of miner deaths in China. Besides methane, 
731,300 tons of SO2 and soot are emitted each year from Chinese coal mines. Soot pollution contributes to 
local and global climate change. In 2004, the U.S. government launched in 2004 the Methane to Markets 
Partnership, which includes 18 national governments and nearly 200 private sector companies that aim to 
help overcome the financial, regulatory, and technical barriers to coal mine methane (CMM) recovery 
projects. Such projects capture methane, improve safety of mines, and provide a clean energy source for 
communities surrounding mines. There are currently thirty CMM projects in China. 
 
• Water Quality and Quantity Threats. A large amount of toxic wastewater from mines is discharged 
without any treatment in China. The discharged wastewater combined with runoff from mine tailings has 
greatly polluted surface water and groundwater in mine areas, often contaminating soils and crops. The 
need for water to wash coal has stressed already water-scarce regions in northern China, particularly 
Shanxi, one of the major coal producing provinces. In some mining areas, the underground water level has 
dropped considerably because of coal exploitation.  
 
• Expanding Waste Land and Desertification. China has about 13.3 million hectare waste land, and about 
46,667 hectares of land is destroyed by coal mining every year, 66.7 percent of which is arable land. 
Mining is also one of the factors exacerbating desertification in northern China.  
 
• Land Subsidence and Seawater Intrusion. In Shanxi, the largest coal producing province in China, about 
one million people have been affected by land subsidence from mines over the past few years. Seawater 
intrusion has occurred in some of China’s coastal mine areas due to pumping of water from mines, which 
contaminates freshwater resources (which are quite limited in China) and cropland surrounding the mines.  
 
• Human Health Risks. Mine workers face many health risks, such as dust-related lung diseases, hearing 
loss, neuromuscular disorders, and rheumatism. According to China’s Ministry of Health figures, of the 
approximately one million people in China suffering from pneumoconiosis (black lung disease), 600,000 
are miners. The number of miners falling ill from pneumoconiosis increases by approximately 70,000 every 
year. Every year, nearly 80 percent of the world’s total deaths in coal mine accidents occur in China, 
underscoring the poor state of safety measures and regulation of Chinese mines. 
 
 



 

 

4) Challenges and Opportunities of China’s Continued Coal Dependence and Development of 
Alternative Energy Sources  
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While the air quality problems linked to energy production are grim, another major area of environmental 
challenge linked to energy production is actually the destruction of water resources—some of which stems 
from coal mining tailings, fall out of air pollutants, and hydropower plant construction. These forms of 
water resource degradation exacerbate other pollutants in water, which have left half of China’s rivers so 
polluted that their water cannot (or should not) be used by industry, agriculture or drinking. Twenty-five 
percent of the Chinese population, mainly in rural areas, is drinking unclean water. Anecdotal evidence 
indicates that cancer, tumor, and miscarriage rates in many of China’s heavily polluted river basins are on 
the rise. 
 
China is facing serious shortages of energy as its rapid economic expansion further strains its limited 
natural resources. Over the past few years a new round of dam building in southwest China aims to triple 
China’s hydropower capacity by 2020. China, already the biggest hydropower user in the world, is home to 
86,000 dams—22,000 of which are large dams, accounting for 45 percent of large dams in the world. 
Tripling China’s hydropower capacity would mean: 
 
• Fragmentation of ecosystems across China and in downstream neighboring states; 
• Impoverishment of biodiversity and pristine rivers in China; and, 
• Displacement of more than one million people from their ancestral homeland in the deep valleys of 
China’s hilly southwest. 
 
The construction on China’s largest dam—the Three Gorges Dam on the Yangtze River had been debated 
for decades in China before the government approved the plan in 1992. The goals of the dam were to 
improve flood control and navigation on the river and provide nearly 11 percent of China’s energy needs. 
In order to prevent siltation of the Three Gorges Dam, Chinese planners now aim to build 6 large dams on 
the trunk of the Yangtze River. In addition to these major dams on the Yangtze, along its tributaries and 
other rivers in southwest China there are 200+ dams planned. Chinese environmental NGOs and 
environmentalists worry that the current massive hydropower development will severely overexploit 
China’s rivers and result in serious environmental and social harm.  
 
Most of the local NGOs doing this work on this issue are not ideologically against dams, rather proponents 
of transparent decision-making—most of the current dams are local government initiatives that fail to carry 
out environmental impact assessments or involve local communities in the decision-making process.  
 
The Nature Conservancy is one U.S. NGO that is working with the Chinese government to promote more 
ecological considerations in dam building. In terms of promoting transparency in construction projects like 
dams and factories in China, the American Bar Association, National Democratic Institute, and EcoLinx 
Foundation are carrying out training projects focused on strengthening China’s environmental impact 
assessment processes and public participation in environmental decision-making.  
Opportunities for Energy Collaboration with China 
China’s regional and global pollution is fueled both by weak environmental governance domestically and 
by the burgeoning demand internationally for cheap Chinese goods. This demand drives China’s economic 
machine and its pollution. For example, there are estimates that 7 percent of China’s CO2 emissions are due 
to production of U.S. imports.  
 
A growing number of bilateral and multilateral aid agencies and NGOs have established clean coal, energy 
efficiency, urban transport, and renewable energy projects in China, as well as undertaken environmental 
governance initiatives that strengthen local regulators and society. Chinese environmental NGOs have 
begun to take on more sensitive issues such as a national campaign to demand more transparency in dam-
building decision-making and assisting pollution victims in class action court cases.  
 



 

 

The Chinese central leadership has vowed to significantly reduce air pollution from the energy sector by 
passing ambitious laws and pronouncements prioritizing renewable energy and energy efficiency, including 
more fuel-efficient automobiles. China’s notoriously weak environmental watchdog agency has been 
flexing its muscles more over the past two years, pushing for prosecuting firms for toxic chemical spills, 
cracking down on major polluters or environmentally damaging dam projects by using a newly 
strengthened environmental impact assessment law, and passing regulations to give the public a greater 
voice in environmental policymaking.  
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All of these progressive policy developments and growing international assistance in China’s energy sector 
highlight numerous areas in which the U.S. government could become more involved. Notably, despite the 
alarming environmental degradation and human health trends linked to China’s energy use, energy issues 
have not occupied a prominent position in U.S.-China relations. To the extent that energy and 
environmental issues have been considered at all, U.S. policy regarding cooperation with China in these 
areas has not been sustained or consistent, reflecting tensions in the U.S.-China relationship, disagreements 
between past administrations and Congress, and the higher priorities given to other issues in the 
relationship. There are some new opportunities for strengthening Sino-U.S. energy cooperation such as the 
Sino-U.S. Strategic Economic Dialogue held in December 2006. This meeting catalyzed a Joint Economic 
Study that is focusing on identifying cost-effective solutions to improve air quality and energy efficiency in 
both countries, as well as recommend policies, regulations, and institutions for China to meet its energy 
efficiency and clean energy targets in its Eleventh Five-Year Plan. SED also prompted the renewal of the 
Sino-U.S. Protocol on Energy Efficiency and Renewable Energy, which the Department of Energy had 
allowed to expire in February 2005. If the U.S. government prioritizes energy cooperation with China there 
are not only environmental and human health benefits globally, but such collaboration could play an 
important role in building up good will and offsetting tensions in other parts of the Sino-U.S. relationship.  
 
Resources 
Portions of this testimony document were drawn from China Environment Forum publications and online 
research briefs and meeting summaries. I list some of my project’s resources and other publications on 
China’s energy challenges below. 
 
Bosshard, Peter. (December 2006). “Export Credit Agencies and Environmental Standards: An Invitation to 
Join the Dialogue.” International Rivers Network International Finance Campaign. 
http://www.irn.org/programs/finance/index.php?id=061220exim.html 
 
Buckley, Lila. (December 19, 2006). “Feeling the Warming: Villagers in Southwestern China  
Grapple with Climate Change.” China Watch/Worldwatch Institute.  
 
China.org.cn. (November 5, 2004) “Rehabilitating China’s Killer Coal Mines.” 

http://www.china.org.cn/english/2004/Nov/111285.htm 
 
Casey Delhotal and Barbora Jemelkova. (2006). “Recovery and Use of Methane from Coal Mines in 
China.” China Environment Series. Issue 8. 
 
Ellis, Linden. (2007). “China Exim Bank in Africa: Opportunities for Strengthening Environmental 
Standards for Hydropower in Sudan.” China Environment Forum Meeting Summary. 
http://www.wilsoncenter.org/index.cfm?topic_id=1421&fuseaction= 
topics.event_summary&event_id=224956 
 
Kim, Juli. (2007). “Transboundary Air Challenges in China.” China Environmental Health Project 
Research Brief. www.wilsoncenter.org/cef 
 
Lü Zhi, Michael Totten, & Philip Chou. (2006). “Spurring Innovations for Clean Energy and Water 
Protection in China: An Opportunity to Advance Security and Harmonious Development.” China 



 

 

Environment Series (Issue 8).  
 

 

 
 
 
  

- 144 -

 

Ma Jun. (2005). “Will China’s Rivers Survive the Next 20 Years? Record-Breaking Dam Building Boom 
Could Make Free-Flowing Rivers an Endangered Species in the World’s Most Dammed Country.” World 
Rivers Review. Volume 20, Number 4. http://www.irn.org/programs/china/ 
 
Nankivell, Nathan. (January 11, 2006). “China’s Pollution and the Threat to Domestic and Regional 
Stability.” ZNet.  
 
Ng, Wei-Shiuen & Schipper, Lee. “China’s Motorization Trends: Policy Options in a World of Transport 
Challenges” Growing in the Greenhouse: Policies and Measures for Sustainable Development while 
Protecting the Climate. Eds. Kevin Baumert, et al. http://climate.wri.org/growingingreenhouse-pub-
4087.html. 
 
Pottinger, M., Stecklow, S., & Fialka, John. (December 20, 2004). “Invisible Export—A Hidden Cost of 
China’s Growth: Mercury Migration.” Wall Street Journal. http://www.webcitation.org/5ML0etsAk. 
 
Read, Richard. (November 24, 2006). “China’s Dirty Exports: Mercury and Soot” The Oregonian.  
 
Stern, Rachel & Hopkinson, Lisa. (2003). “One Country, Two Systems, One Smog—Cross Boundary Air 
Pollution Policy Challenges for Hong Kong and Guangdong.” China Environment Series 6.  
 
The Edge Daily. (November 22, 2006) “Merrill Downgrades HK Office Sector, Cites Pollution.”  
 
Turner, Jennifer L. & Juli S. Kim. (February 7, 2007). “China’s Filthiest Export.” Foreign Policy in Focus. 
http://www.fpif.org/fpiftxt/3978 
 
Wan, Ming. (April 1998). “China’s Economic Growth and the Environment in the Asia-Pacific Region.” 
Asian Survey, Vol. 38, No. 4., pp. 365-378. http://links.jstor.org/sici?sici=0004-
4687%28199804%2938%3A4%3C365%3ACEGATE%3E2.0.CO%3B2-A 
 
Yang Yang. (2007). “Coal Mining and Environmental Health in China.” A China Environmental Health 
Project Research Brief. 
http://www.wilsoncenter.org/index.cfm?topic_id=1421&fuseaction=topics.item&news_id=231749 
 
Yeh, Andrew. (April 11, 2006). “Toxic Chinese Mercury Pollution Travelling to U.S.” Financial Times.  
 
Zhao Xiaohui & Jiang Xueli. (November 13, 2004). “Coal mining: most deadly job in China” 
http://www.chinadaily.com.cn/english/doc/2004-11/13/content_391242.htm 
 
 HEARING COCHAIR D'AMATO:  Thank you very  much.   Dr .  
Ho.  
 

STATEMEMT OF DR. MUN S.  HO, INSTITUTE OF 
QUANTITATIVE SOCIAL SCIENCE, HARVARD UNIVERSITY, 

VISITING SCHOLAR, RESOURCES FOR THE FUTURE, 
WASHINGTON, D.C.   

  
 DR.  HO:   Fi rs t ,  I 'd  l ike  to  thank the  Commiss ion for  invi t ing  me 
to  ta lk  about  the  ef fec ts  of  China 's  energy use  on the  environment  and 
ta lk  about  how the  U.S.  might  help  implement  pol ic ies  to  reduce th is  
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environmenta l  damage.  
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 I  should  point  out  I 'm an economist  and I  draw on the  knowledge 
of  my col leagues  in  the  Engineer ing and School  of  Publ ic  Heal th  in  my 
comments .  
 Let  me highl ight  the  main  points  of  my wri t ten  comments .   I  
know i t ' s  been a  long day.   Many of  these  facts  are  wel l  known but  le t  
me put  them in  context .   One,  China  i s  s t i l l  a  very  poor  country  despi te  
many years  of  rapid  economic growth.   I t s  per  capi ta  income is  about  
$7,000 compared to ,  say ,  11,000 for  Mexico and 22,000 for  Korea .  
 Poor  people  use  less  energy.   Chinese  energy consumpt ion is  
only  about  a  f i f th  of  the  Japanese  level ,  which is  a l ready very  frugal  in  
compar ison to  the  U.S. ,  and in  par t icular  poor  socie t ies  use  a  lo t  more  
coal  compared to  o i l .   Coal  i s  70 percent  of  energy use  in  China  
compared to  23 percent  in  the  U.S. ,  i .e . ,  a  very  di r ty  fuel .  
 Poor  socie t ies  a lso  do not  control  the  emiss ions  of  pol lu tants  
very  wel l .   So even though less  foss i l  fuel  i s  used per  person,  the  
emiss ions  per  person is  h igher- -emiss ions  of  sul fur  d ioxide ,  par t icula te  
mat ter  and other  toxins .   So these  higher  emissions combined wi th  the  
h igh popula t ion densi t ies  mean that  a  b ig  frac t ion of  th is  1 .3  b i l l ion 
people  are  exposed to  very  high concentra t ions  of  par t icula te  mat ter ,  
sul fur  d ioxide  and ozone.   These  have been found to  cause  respi ra tory  
problems.   The sul fur  d ioxide  turning to  sul fa tes  that  go  deep in to the  
lungs  and cause  var ious  problems.  
 So our  own conservat ive  es t imate  i s  tha t  the  number  of  premature  
deaths  due to  outdoor  a i r  pol lu t ion is  100,000 per  year  and more  than a  
mi l l ion  cases  of  chronic  bronchi t i s .   This  i s  the  low end compared to  
the  f igure  that  Jennifer  jus t  ment ioned of  400,000 due to  indoor  a i r  
pol lu t ion.  
 Var ious  surveys  of  people 's  wi l l ingness  to  pay to  reduce 
pol lu t ion damage have now been conducted in  China  s imi lar  to  
methodologies  used by the  U.S.  EPA to  evaluate  the  benef i t s  of  a i r  
pol lu t ion regula t ion.   These  surveys  have found high valuat ions ,  i .e . ,  a  
h igh wi l l ingness  to  pay,  to  forego other  mater ia l  goods ,  in  order  to  
have a  more  heal thful  environment .  
 This  valuat ion,  in  compar ison to  thei r  incomes is  comparable  to  
those  found in  the  r ich  countr ies .   And when we apply  these  valuat ions  
to  our  es t imates ,  we would  put  the  dol lar  value  of  this  outdoor  a i r  
pol lu t ion a t  two percent  of  GDP,  i .e . ,  before  including the  indoor  a i r  
and water  pol lu t ion damage.   So th is  i s  a  very  high number .  
 Over  the  years ,  China has  succeeded in  reducing par t icula te  
mat ter  emiss ions ,  but  sul fur  d ioxide  removal  requires  expensive  
desulfur iza t ion equipment  tha t  i s  now jus t  beginning to  be put  in  place ,  
and emiss ions  of  SO2 has  ac tual ly  been r is ing s ince  2000.  
 The worst  t rend is  in  n i t rogen oxides  f rom motor  vehic les ,  



 

 

ni t rogen oxides  which cause  ozone,  and this  i s  r i s ing rapidly  despi te  
t ightening regulat ions  on vehicles .  
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 These  h igh and r is ing damages  have put  pol lu t ion reduct ion high 
on the  government 's  agenda.   Energy eff ic iency and SO2 reduct ions  are  
one of  the  few expl ic i t  ta rgets  ment ioned in  the  11th  Five-Year  Plan,  
the  p lan  cover ing '06  to  2010.  
 The o ther  ta rget  i s  the  GDP per  capi ta  target .   So th is  h igh 
concern  combined wi th  the  internat ional  communi ty 's  interes t  in 
reducing t ransboundary pol lu t ion makes  this  an  important  t ime to  
ref ine  U.S.  pol ic ies  to  susta in  these  energy ef f ic iency and pol lut ion 
control  effor ts .  
 These  effor ts  a lso  have a  d i rec t  impact  on greenhouse  gas  
emiss ions ,  an  i ssue  that  the  current  Congress  i s  concerned wi th .   This  
a lso  f i t s  in  wi th  the  s t ra tegic  economic dia logue in i t ia ted  by Treasury 
Secre tary Henry Paulson.  
 Given these  concerns  we have analyzed var ious  pol ic ies .   
His tor ical ly ,  in  the  r ich  countr ies ,  pol lu t ion control  has  been in  the  
form of  emiss ion s tandards  and other  end-of-pipe  regula t ions .   More  
recent ly ,  the  U.S.  has  a  market -based mechanism for  SO2,  this  cap and 
t rade  program,  which has  shown qui te  good resul ts .  
 So,  in  that  spi r i t ,  we have examined the  ef fec ts  of  us ing market -
based ins t ruments  in  China  and we f ind that  such a  green tax  pol icy  is  
a  very cos t  ef fec t ive  way to  reduce pol lu t ion damage.   At  the  same 
t ime,  these  market -based pol ic ies  contr ibute  to  lower  energy use  and 
carbon dioxide  emiss ions .  
 Whatever  pol ic ies  that  are  chosen,  they need a  s t rong regula tory  
inst i tut ion  that  Jennifer  Turner  has  pointed  out .   The incent ive  to  cheat  
i s  very  high.   Running the desul fur izat ion  equipment ,  for  example ,  
takes  two percent  more  e lect r ic i ty .   Imagine  how much th is  compares  
to  the  prof i t  margin.   So  th is  i s  an  enormous  incent ive  to  turn  off  the  
equipment .  
 How can the  U.S.  contr ibute  to  the  development  and 
implementat ion  of  effec t ive  pol ic ies  and s t rong ins t i tu t ions?   I  would 
second what  Jennifer  just  sa id .   At  the  s imples t  level ,  analyt ical  
capaci ty  bui ld ing,  i .e . ,  promot ing good cost  benef i t  analys is .   Some of  
th is  i s  a l ready done by EPA and other  ins t i tu t ions ,  but  could  be 
expanded.   Another  cheap way to  do th ings  i s  to  share  knowledge f rom 
the  U.S.  energy eff ic iency programs l ike  energy ra t ings  for  appl iances .  
 The next  level  i s  to  address  inves tment  in  control  and moni tor ing 
equipment .   This  i ssue  i s  compl ica ted by two points .   One is  the  h igh 
cost  and the other  i s  the  inte l lectual  proper ty  r ights  of  countr ies  
wishing to  expor t  such equipment  to  China .   Addressing these  i ssues  
should  be  a  par t  of  Secre tary  Paulson 's  St ra tegic  Economic Dialogue.  
 I f  we are  wi l l ing  to  th ink on an even bigger  scale ,  the  key to  



 

 

environmenta l  improvement  i s  inves tment  in  infrast ructure ,  publ ic  
t ransporta t ion,  h igh ef f ic iency e lect r ic i ty  gr ids ,  and high eff ic iency 
boi lers .   These  are  very  expensive ,  but  they las t  for  decades ,  and they 
are  current ly  being decided.   I t  i s  important  to  get  these  big  decis ions  
correc t .   These  i ssues  are  wel l  d iscussed in  a  World  Bank repor t  jus t  
publ ished t i t led  "Susta inable  Energy:  A Clos ing Window of  
Oppor tuni ty ."  
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 So  there  i s  a  smal l  window of  oppor tuni ty  now as  these  b ig  
decis ions  are  being made for  the  U.S.  and the  world  to  implement  
decis ions  that  would  mean bet ter  energy use  and lower  pol lu t ion in  the  
decades  to  come.  
 Let  me f inal ly  note  an  important  l ink  between inves tment  and the  
t rade  surplus  i ssue  that  i s  a  source  of  such U.S.-China  tens ion.   Higher  
domest ic  inves tment  in  the  form of control  equipment  or  eff ic ient  
power  plants  or  huge infras t ructure  projec ts  means  higher  absorpt ion  
and higher  imports  and the  more  normal  f low of  in ternat ional  savings 
and inves tment .  
 That  i s  a  move towards  correc t ing thei r  current  abnormal  
s i tuat ion where  the  r ich  U.S.  i s  borrowing f rom the  poor  countr ies .   
The Chinese  would  probably  view such suggest ions  f rom U.S.  wi th  
suspicion,  but  this  i s  in  the  world 's  interes t  and the  U.S.  may f ind 
other  in ter locutors  to  help promote  th is  argument .  
 Thank you.  
[The s ta tement  fo l lows:] 8   
 

PANEL V:  Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR D'AMATO:  Thank you very  much,  Dr .  Ho.   
Let  me s tar t  off  the  ques t ioning.   Dr .  Turner ,  there  are  a  number  of  
p laces  in  your  tes t imony that  indicate  to  me that  we have some pre t ty  
impor tant  da ta  chal lenges  in  this  re la t ionship .   For  example ,  you 
ment ioned in  your  prepared tes t imony that  data  on carbon dioxide  
emiss ions  and mercury  emiss ions  f rom coal  burning have not  been 
re leased s ince  2001;  i s  that  s t i l l  the  case?  
 DR.  TURNER:  That ' s  r ight .   We can check wi th  Dr .  Ho,  i f  he  
knows anything bet ter  than I  do.  The las t  t ime I 've  heard  f rom people  
that  there  hasn ' t  been any kind of  nat ional  announcement  on CO2 and 
mercury emiss ions .   Have you heard of  anything? 
 DR.  HO:   I 'm not  famil iar  wi th  the  mercury  data ,  but  the  coal  use  
data  has  recent ly  been  massively  revised and so there  are  new 
es t imates .  
 DR.  TURNER:  Okay.    

 
8 Click here to read the prepared statement of Dr. Mun S. Ho 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/mun_ho_testimony.pdf


 

 

 HEARING COCHAIR D'AMATO:  Is  what?  
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 DR.  HO:  Has  been mass ively  revised f rom the  ear l ier  f igures  
tha t  had been met  wi th  much skept ic ism.   So the  new f igures  are  more  
t rus tworthy,  and so  there  i s  bui l t  in to  that - -  
 HEARING COCHAIR D'AMATO:   There  are  new more  
author i ta t ive  f igures?  
 DR.  HO:  Yes .  
 HEARING COCHAIR D'AMATO:  So the  Chinese  are  working on 
that?  
 DR.  HO:  That ' s  r ight .  
 HEARING COCHAIR D'AMATO:  There 's  another  area  of  data  
that  I  th ink is  impor tant .   Dr .  Turner ,  you ment ioned water  pol lu t ion 
and I 'm wonder ing whether  or  not  you ' re  aware  of  the  informat ion 
about  the  changes  that  we can expect  in  the  f low of  water  in  the  b ig 
r iver  sys tems coming out  of  Tibetan mounta ins  f rom glaciers  tha t  may 
be  receding?  
 Do we have any good informat ion about  the  long- term impacts  of  
reduced water  f low in to  China  and what  the  impacts  would be?   Are  the  
Chinese  aware  and paying a t tent ion  to  that?   Or  is  there  any kind of  
analys is  going on in  China  about  how that  wi l l ,  wi l l  t ranspire  and wi l l  
a ffec t  tens  of  mi l l ions  of  people  in  terms of  thei r  dai ly  l ives?  
 DR.  TURNER:  I  th ink actual ly  in the  papers  in  China ,  when you 
hear  repor t ing on c l imate  change,  there  are  repor ts  wi th in  the  news 
media  in  China  about  the  g lac ier  i ssue ,  and I  know that  there  are  
s tudies  tha t  are  s tar t ing.   Actual ly  Greenpeace  China  i s  actual ly  
involved in  some of  th is  k ind of  encouraging sc ient is ts  to  look a t  th is  
i ssue .  
 I  th ink that  you ' re  r ight .   That ' s  one  piece  of  a  larger  k ind of  
water  cr is is  in  China  bes ides  the  pol lu t ion.   China  is  ac tual ly  a  very  
water  shor t  country .   Per  capi ta  China  has  a  quar ter  of  the  world 's  
resources  per  capi ta  f reshwater .   I t ' s  one- tenth  in  nor thern  China.   
Deser t i f ica t ion  i s  another  a i r  pol lu t ion issue .   The sand s torms that  
b low through come because  there  was  overextract ion for  centur ies  of  
water  in  nor thern  China  exacerbated under  development  under  Mao and 
not  a lways  enough effor t s  on water  conservat ion.  
 You may have a lso  heard  about  the  South  Water  North  Ridge 
Project .  
 HEARING COCHAIR D'AMATO:  Yes .  
 DR.  TURNER:  Big  canals  moving water  f rom the  Yangzi  up 
nor th .   They ' re  doing i t .   I t ' s  a  desperate  s i tuat ion  in  the  nor th .   More  
could  be  done--s imi lar  to  the  energy issue ,  as  wel l ,  pushing 
conservat ion.   Makes  me th ink of  another  i ssue .   I  had some Bei j ing 
government  fo lks  here  las t  year  wi th  DOE and I  brought  some U.S.  
NGOs and EPA into  ta lk  to  them about  thei r  energy eff ic iency.   They 



 

 

wanted to  re t rof i t  the ir  bui ld ings ,  and I  suggested to  them to a lso  look 
in to  there  are  some programs in  the  U.S.  l ike  Al l iance  to  Save Energy 
has  th is  Water  G Program,  how conserving water  saves  you energy.  
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 I t ' s  a  b ig  in i t ia t ive .   Cal i fornia  has  been doing a  lot  on this ,  and 
i t  was  the  one  t ime in  the  meet ing that  they were  jumping out  of  the i r  
sea ts  wi th  exci tement .   That ' s  another  area  to  note .   Water  conservat ion 
promotes  energy conservat ion,  a  concept  that  i s  not  wel l  known in  
China .   So just  note  tha t .  
 HEARING COCHAIR D'AMATO:  Yes .   Wel l ,  one  of  the  things 
that  we ' re  going to  t ry  to  do is  advise  the  Congress  on 
recommendat ions  as  to  how Congress  might  be  able  to  provide  useful  
recommendat ions to  the  execut ive  branch and in  legis la t ion to  f i l l  some 
of  these  data  gaps  and what  agencies  might  be  helpful  in  doing that .  
 In  addi t ion,  one  of  the  major  quest ions  that  ar i ses  f rom al l  of  
th is  d iscuss ion of  the  weak environmental  governance sys tem,  as  you 
point  out ,  i s  the  lack of  a t tent ion and in teres t  and dedicat ion and 
commitment  a t  the  provincial  levels .  
 You ment ioned a  couple  of  th ings  that  may be  helping to  correct  
tha t  such as  EPA's  poss ible  s ix  regional  off ices  in  the  decentra l ized 
Chinese  s t ructure .   And a lso the  poss ibi l i ty  of  addi t ional  U.S.  NGOs'  
work.   Can you comment  a  l i t t le  b i t  more?   What  are  the  k inds  of  
th ings  that  we could  recommend that  would  be  helpful  to  get  the  
provincial  levels  more  commit ted  as  they have not  been commit ted 
over  not  jus t  th is  par t icular  regime 's  l i fe  but  over  the  h is tory  of  China 
actual ly ,  in  my opinion,  f rom what  I  unders tand? 
 I t ' s  very weak commitment  to  the  envi ronment  in  provincial  
China .   What  k inds  of  th ings  can we recommend?   Is  i t  s t rengthening 
the  NGO operat ions?   Is  i t  more  funding for  EPA regional  off ices  or  
what  k inds  of  th ings  could  we suggest  that  would  help  that  problem? 
 DR.  TURNER:  I  th ink both .   I 'm not  an  EPA off ic ia l  so  I  can 
te l l  you,  I  th ink EPA needs  a  l i t t le  more  funding.  They don ' t  have any 
real  dedicated resources  f rom their  congress ional  budgets  for  thei r  
China  work.  
 They 've  been very  innovat ive ,  i t  seems to  me,  t ry ing to  f ind 
resources .   The I ta l ians  are  ac tual ly  going to  be  helping them wi th  
some work that  they ' re  doing on energy issues .   So I  th ink i t ' s  
impor tant  to  f ind par tnerships .   You look a t  l ike  another  energy area ,  
and I ' l l  ge t  back to  your  data  quest ion,  l ike  the  Methane to  Markets  
program?  Did they ta lk  to  you about  that  this  morning?   I  think tha t ' s  
a  rea l ly  exci t ing  example  of  addressing the  i ssue  of  methane emissions  
f rom coal  mines  working wi th  businesses  and other  in ternat ional  
organizat ions .  
 That ' s  except ional ,  but  i t ' s  a lso  something that  probably  has  
some potent ia l  for  the  CDM and the  carbon banking and whatnot .   I  



 

 

th ink that  tha t ' s  a  good model  to  fo l low,  but  I  th ink i t  wi l l  be  useful  i f  
EPA could  jus t  have some more  consistent  resources .   Over  the  years  a t  
the  Wilson Center ,  my project  inventor ies  what  U.S.  government  and 
U.S.  and Chinese  NGOs do on environment ,  and I  have a  lo t  of  U.S.  
government  projects ,  but  somet imes  they take  a  long t ime.  
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 DOE,  they le t  thei r  energy eff ic iency and renewable  energy 
protocol  expire  for  two years .   The SED helped.   I t  got  renewed and I  
th ink that ' s  rea l ly  encouraging,  but  in  my mind we los t  two years  of  
energy eff ic iency and renewable  energy projects ,  and that ' s  unfor tunate  
because  the  Chinese  do want  to  work wi th  us .  
 In  terms of  types  of  coopera t ion  wi th  local  governments ,  I  
ment ioned the  example  of  NRDC and thei r  par tner ,  the  China-U.S.  
Energy Eff ic iency Al l iance .   That ' s  a  model  that  should  be  encouraged.   
There  are  some progress ive  provinces  in  China.   J iangsu being one of  
them where  they ' re  working now.   Liaoning.   Shanghai  i s  very  
progress ive .   Using these  as  models  to  expand,  not  a lways  focusing on 
Bei j ing,  i s  my personal  opinion,  in terms of  capaci ty  bui ld ing.    
 HEARING COCHAIR D'AMATO:  Al l  r ight .   Wel l ,  as  you th ink 
of  these  k inds  of  recommendat ions ,  we 'd  l ike  to  know about  them so 
that  we could  add them to  our  poss ible  recommendat ions .  
 DR.  TURNER:  Yes .   I t  he lps  me,  when we ' re  ta lk ing,  to  
unders tand.   I  can come up wi th  a  s t ronger  l i s t  to  submit  to  you la ter  i f  
you 'd  l ike .  
 HEARING COCHAIR D'AMATO:  Thank you.   Dr .  Ho,  d id  you 
have something? 
 DR.  HO:  Yes ,  I  would  l ike  to  second that  my own research has  
been funded by the  Energy Foundat ion and other  pr ivate  foundat ions ,  
and a lso  by the  U.S.  EPA.   There  i s  a  lo t  of  knowledge that  i s  ins ide  
the  EPA that  only  government  funding can provide .   So the  EPA has  a  
couple  of  people  going to  China  regular ly  and that  cannot  rea l ly  do a  
lo t  in  a  decentra l ized system.  
 As the  Shanghai  example  showed,  a  smal l  amount  of  hundreds  of  
thousands  generates  a  s tudy that  changed the  Shanghai  Five  Year  Plan 
in  the  Shanghai  economy that  i s  many bi l l ions  of  dol lars .  So we are  
ta lk ing about  low-cost  analyt ica l  capaci ty  bui ld ing but  spread 
throughout  the  provinces .  
 HEARING COCHAIR D'AMATO:   Thank you.   Chairman 
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you to  both  of  our  wi tnesses .   Dr .  Turner ,  as  you come up wi th  some 
suggest ions ,  i f  you could  come up wi th  some suggest ions  on 
environmenta l -heal th  cooperat ion,  that  would-- the  nexus  between the  
environment  and heal th-- that  would be  ter r i f ic .  
 But  now I  th ink I  want  to  p lay  the  skept ic .   As  we ta lk  about  



 

 

U.S.  ass is tance  for  these  kinds  of  programs,  we have an  American 
publ ic  tha t  i s  fac ing the  rea l i ty  of  a  t rade  defic i t  wi th  China  or  $230 
bi l l ion  and the  Chinese  government  that  has  $1.2  t r i l l ion  in  fore ign 
currency reserves .  
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 I f  these i ssues  are  impor tant  to  China ,  shouldn ' t  the  Chinese  
government  be  p icking up the  cost  for  a  lo t  of  th is?  
 DR.  TURNER:  What  you jus t  sa id  is  ac tual ly  what  the  Japanese  
publ ic  sa id .   2008,  Japan s tops  thei r  yen loans  to  China  for  precise ly  
that  reason.    
 CHAIRMAN BARTHOLOMEW:  Yes .  
 DR.  TURNER:  The ass is tance  that  I  th ink could be useful  i s  not  
put t ing lo ts  of  money--not  g iving a  lo t  of  money to  China ,  but  jus t  as  
Dr .  Ho ment ioned,  jus t  somet imes  the  abi l i ty  to  get  some of  our  
exper ts  to  China  to  hold  meet ings ,  to  do s tudies .   So i t ' s  not  a  
s ignif icant  inves tment .  
 But  I  should  note  that  when you compare ,  over  the  las t  15,  20 
years ,  the  Japanese  and the  Europeans  and thei r  environmental  
ass is tance  programs in  China  have been s ignif icant .   I f  you look a t  how 
much energy ef f ic iency and c lean jus t  environmenta l  technologies  that  
they ' re  expor t ing  to  China ,  they 've  got  the  market .   We ' re  somewhere  
l ike  11 percent  and they 've  got  the  res t  in  te rms of  the  expor ts  to  China 
for  these  k ind of  technologies .  
 The Chinese  would l ike  to  buy our  technologies ,  but  they 
somet imes  f ind that  because  we don ' t  tend to  have that  k ind of  s teady 
kind of  cooperat ion that  could  promote  that ,  and I  know we don ' t  have 
t ied--we don ' t  general ly  do t ied  a id ,  but  i t ' s  been helpful .   The U.S.  
Trade,  USTA,  thei r  work has  helped.   They focus  on energy and 
t ransporta t ion  in  China,  and - -people  have told  me th is  a lso  helps  
generate  business .  
 One argument  to  be  made that  there  could  be  business  
oppor tuni t ies .   Clean coal ,  mining issues ,  we have technologies  that  
they would probably  buy,  and again  you ment ioned they have the  
money.    
 CHAIRMAN BARTHOLOMEW:  Dr .  Ho,  any comment?  
 DR.  HO:   Yes ,  I 'd  l ike  to  emphasize  th is .  This  i s  not  an i ssue  of  
U.S.  spending money.   This  i s  an  i ssue  of  making them see  the  
arguments  for  a  h igher  ra te  of  investment  for  spending money to  buy 
pol lu t ion control  equipment ,  and to inves t  in  the  SEPA's  provincia l  
moni tor ing abi l i t ies  to  make sure  that  there  i s  no cheat ing.   So th is  i s  
not  so  much a  case  of  spending money as  providing ins t i tu t ional  
suppor t .  
 CHAIRMAN BARTHOLOMEW:  I ' l l  cont inue a long that  l ine .   
Are  there  incent ives  in  China  for  local  and regional  governments  to  be  
honest  in  the  data  repor t ing about  a i r  and water  qual i ty ,  and i f  not ,  



 

 

how do we factor  that  in?   How do we make sure  that  the  data  that ' s  
be ing col lec ted  and the  data  tha t  i s  be ing repor ted  is  an  accura te  
measure  of  what 's  going on?  
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 DR.  TURNER:  Jus t  actual ly  two weeks  ago,  SEPA jus t  passed a  
new regula t ion or  a  decree  working towards  a  law on environmenta l  
informat ion disc losure .   They now las t  year  passed regula t ions  on 
publ ic  par t ic ipat ion and environmenta l  impact  assessments .  
 There 's  a  move,  and these  are  areas ,  and one of  the  reasons  how 
these  have been pushed forward is  through in ternat ional  ass is tance .   
The World  Bank was  rea l ly  behind this  informat ion disclosure  
regula t ion.   The American Bar  Associa t ion,  which did  receive  money 
f rom Sta te  Depar tment  to  do thei r  environmental  governance work,  
another  example ,  b ig  impact  in  China .   Smal l  off ice ,  b ig  impact .  
 They 've  been doing t ra in ings  of  SEPA and Environmenta l  
Protect ion Bureau off ic ia ls  now about  what  i s  a  publ ic  hear ing?  How 
does  th is  work?   And there  are  NGOs,  NDI--my bra in  is  forget t ing the  
others- -EcoLinks  is  another  one.   That ' s  another  p iece  in  terms of  some 
of  the  incent ives  tha t  are  a lso  bui lding the  capaci ty  and awareness  of  
the  NGO communi ty  and even the  local  off ic ia ls  themselves .  
 The Environmenta l  Protect ion  Bureau off ic ia ls ,  they want  to  do 
thei r  job a  lot  of  t imes ,  and so  somet imes  helping to  bui ld  thei r  
capaci ty  and informat ion is  key,  and this  i s  a  new area  of  movement .   
Some c i t ies  have passed over  the  las t  f ive  years  or  so  kind of  f reedom 
of  informat ion acts ,  and this  i s ,  again ,  that  gets  a  l i t t le  b i t  to  your  data  
i ssue ,  access  to  informat ion for  the  publ ic  to  know what 's  being 
pol lu ted .  
 The World  Bank 's  Green Watch Program in  J iangsu Province  has  
a lso  been inst rumenta l  in  ra is ing awareness .  
 CHAIRMAN BARTHOLOMEW:  I  smile  every  t ime you ment ion 
the  World Bank because  20 years  ago,  we passed into  law something 
ca l led  the  Pelosi  Amendment  which forced the  World Bank to  s tar t  
doing environmenta l  impact  s ta tements  and making them publ ic ly  
avai lable .   So i t ' s  very  in teres t ing  for  me 20 years  la ter  to  hear  tha t  the  
World  Bank is  the  s tandard,  the  World  Bank is  the  pusher  of  the  
s tandard  when I  know how we had to  f ight  to  get  the  World  Bank to  
pay at tent ion  to  these  th ings  in  the  f i rs t  place .  
 One more  quest ion and then I ' l l  end,  and tha t ' s  get t ing to  the 
nature  of  the  NGOs.   You 've  ment ioned NGOs a  number  of  t imes ,  and 
there 's  a  lo t  of  skept ic ism or  ques t ion about  the  nature  of  whether  there  
are  any independent  NGOs in  China  or  whether  they ' re  a l l  the  
GONGOs,  the  government  organized NGOs which of  course i s  jus t  an  
oxymoron r ight  there .  
 But  can you ta lk  to  me a  l i t t le  b i t  about  the  kinds  of  NGOs that  
you work wi th?   Are  they indeed independent  of the  government  and do 



 

 

they have the  f reedom to  operate?  
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 DR.  TURNER:  Yes ,  fu l l  d isc losure ,  I  hang out  a  lot  wi th  the 
Chinese  environmental  NGOs.   I 've  had them over  g iving ta lks .   I 've  
done exchanges ,  br inging over  Chinese  NGOs to  work on some of  the  
water  projec ts .   I  put  on a  workshop in  Hong Kong in  2001 br inging 
Taiwanese ,  Hong Kong,  and PRC green act iv is ts  and green journal is ts  
together  to  ta lk .  
 So that  was  k ind of  my ent ree  back then get t ing  to  know this  
communi ty .   Yes ,  there  are  independent  groups .   Regis t ra t ion is  
chal lenging.   There  i s  somewhere  near  3 ,000 that  have off ic ia l  
regis t ra t ion as  c iv i l  socie ty  groups ,  shehui  tuant i ,  and probably  as  
many i f  not  more  tha t  are  regis tered as  businesses  and then thousands  
that  are  jus t  not  regis tered,  somet imes  a lso  k ind of  nes t led  under 
univers i t ies .  
 A lot  of  the  groups that  are  off ic ia l ly  regis tered,  e i ther  as  c ivi l  
socie ty  groups  or  businesses ,  they do tend to  depend on a  lo t  of  thei r  
funding f rom internat ional  organizat ions ,  not  jus t  foundat ions ,  but  U.S.  
NGOs and a lso  in ternat ional  businesses  have a lso  been giving grants  to  
Chinese  NGOs.  
 I 've  wri t ten  about  th is  in  a  lo t  of  my s tuff ,  tha t  they are  real ly  
the  vanguard of  c iv i l  socie ty  development .   I  know that  you 've  
probably  heard  th is  before ,  but  i t ' s  ac tual ly  one of  the  br ight  l ights ,  
and that ' s  probably  why,  contrary  to  the  evidence you probably  hear  
about  how bad China 's  environment  i s ,  tha t  I  remain  an opt imis t  
because  I  see  these  eco-entrepreneurs  in  the  NGO sector ,  but  I  a lso  
know some entrepreneurs  in  the  government  and business  sectors  in  
China  that  cause  me,  make me encouraged.  
 The Chinese  NGOs have played i t  safe  a  lo t  of  t imes ,  but  there  
was  a  b ig  campaign a  year  and a  hal f  ago against  dams in  southwest  
China.   I t  was  actual ly  a  pro- t ransparency push advocat ing for  s t ronger  
environmenta l  impact  assessments .   And they won a  nat ional  campaign 
to  s top for  now the  p lanning of  dams on one of  China 's  las t  wi ld  r ivers ,  
and no one got  ar res ted .  
 CHAIRMAN BARTHOLOMEW:  That ' s  amazing.  
 DR.  TURNER:  Sadly ,  in the  las t  year  and a  hal f ,  there  have  been 
two arres ts  of  Chinese  environmental  act iv is ts .   This  i s ,  for  the  f i rs t  
t ime in  12 years ,  which when you compare  i t  to  o ther  sectors ,  labor  
and HIV/AIDS,  i s  pre t ty  low.   But  notably  these  two people ,  t ry ing to  
do watchdog work on industry pol lut ing,  and i t ' s  the  local  off ic ia ls  tha t  
ar rested them.  
 I  th ink I 've  had the  SEPA,  the  former  SEPA Minis ter  Xie--he 's  
ta lked a t  my center  a  couple  of  t imes--and he  sa id  in  h is  f i rs t  ta lk ,  
when someone asked him the  same quest ion,  what  do you th ink,  are 
there  Chinese  NGOs,  do you l ike  them?  He sa id  make noise ;  you give 



 

 

me power .   So SEPA has  been encouraging of  the  NGO sector .  
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 CHAIRMAN BARTHOLOMEW:  Great .   Thank you.  
 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Brookes .  
 COMMISSIONER BROOKES:  Thank you both  for  being here  
today.   Do we have a  number  on how much China  spends  on prevent ing 
environmental  degradat ion?   Do we have any sor t  of  dol lar  f igure?  
 DR.  TURNER:  You 're  my economist .  
 DR.  HO:  No,  I  don ' t  have,  I 've  never  seen such a  number  before .   
The government  i s  very  decentra l ized.   The SEPA budget  i t se l f  i s  
smal l ,  but  the  to ta l  es t imates  of  sor t  of  how much desul fur iza t ion 
equipment  they have bui l t ,  there 's  no such f igure .    
 DR.  TURNER:  I  have heard  though that  i t ' s  been somewhere  l ike  
1 .7  percent  of  the  GDP.   That 's  around there ,  but  a  lot  of  exper ts  say 
they need to  do about  four  percent  of  GDP.  
 CHAIRMAN BARTHOLOMEW:  Is  that  prevent ion or  
mi t igat ion?  
 DR.  TURNER:  I  have a  f r iend in the  audience  f rom SEPA who I  
want  to  look a t  and say-- I  th ink that ' s  the  number  that ' s  been used for- -
I  th ink they kind of  lump i t  together .   S ta ts  are  hard .   I f  you want ,  
we ' l l  t ry  to  scurry  around t ry  to  f ind i t ,  but  s ta t i s t ics ,  numbers  in  
China  is  d i f f icul t ,  but  the  genera l  consensus ,  though,  i s  when you look 
a t  the  f ive-year  p lans ,  the  amount  of  inves tment  by the  centra l  
government ,  and I  th ink that ' s  the  number  that ' s  genera l ly  t racked as  
th is  1 .7  percent ,  i s  looking a t  the  f ive-year  p lans .  
 COMMISSIONER BROOKES:  And where  has  that  been?   How 
has  tha t  progressed?  What 's  the  t rend on that?   Because  we 
occas ional ly  hear  out  of  China  around the  Nat ional  People 's  Congress  
cer ta in  increases  l ike  th is  year  was  18 percent  for  increase  in  mi l i ta ry 
spending.   What  about  on environmenta l  i ssues?  Are  there  any sor t  of  
numbers  in  terms of- -  
 DR.  TURNER:  The percentage  is  what  I 've  tended to  hear .   
Again ,  1 .7 ,  two percent .  
 COMMISSIONER BROOKES:   Has  that  increased,  the  1 .7  
percent ,  has  that  increased or- -  
 DR.  TURNER:  I t ' s  increased.   I t  was l ike ,  when I  s tar ted  e ight  
years  ago,  i t  was  below one percent .   And you have to  think the  GDP is  
growing every year .   So  i t  i s  ge t t ing  bigger .   I  can dig  around and t ry 
to  f ind out ,  see  i f  I  can f ind someone that  has  a  number .  
 DR.  HO:   My sense  i s  tha t  they have increased.   As  I  sa id ,  the  
par t icula te  mat ter ,  emiss ions  have actual ly  fa l len ,  even in  the  face  of  
th is  rapid  economic growth.   So th is  has  to  come out  f rom spending on 
the  equipment .    
 COMMISSIONER BROOKES:  Are  you saying that  the  pol lu t ion 



 

 

levels  are  decreasing?  
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 DR.  HO:  The emiss ions  of  par t icula te  mat ter  have decreased.   
The emiss ions  of  sul fur  d ioxide  have fa l len  and r isen.   So th is  fa l l ing  
t rend has  a lso  come out  f rom increased spending.  
 COMMISSIONER BROOKES:   Okay.   I  was  wonder ing,  we 've  
had a  number  of  d i f ferent  tes t imonies ,  there 's  a  number  of  numbers  
f loat ing around out  there .   How would you descr ibe  the  extent  to  which 
Chinese  pol lu t ion is  affect ing  the  western Uni ted  Sta tes?   Or  even 
beyond that  i f  you th ink i t  ac tual ly  t ravels  beyond that?  
 DR.  TURNER:  I  th ink,  as  I  noted in  my tes t imony that ,  again ,  
s ta ts  are  tough,  and this  i s  ac tual ly  something that ,  you know,  the  
NOAA fo lks  when I 've  chat ted  wi th  them,  they say i t ' s  ac tual ly  rea l ly  
hard  to  measure ,  but  the  general  consensus  is  tha t  i t  i s  poss ibly  
nul l i fy ing the  progress  that  Cal i fornia  and Washington and Oregon are  
making on the  Clean Air  Act ,  which frus t ra tes  them because  they don ' t  
want  to  lose  thei r  h ighway funding;  r ight .  
 Mercury in  Oregon,  again ,  some s tudies  done th inking t rac ing i t  
to  probably ,  they say  Asian  emiss ions .   Chinese  coal  has  a  lot  of  
natura l ly  occurr ing mercury.   So,  yes ,  the  s ta t is t ics  are  hard ,  but  I  
th ink the t rends are  tha t  there  i s  more .   There 's  a lso  the dus t ,  and wi th 
the  dust ,  the  par t iculates  of  the  dust  a lso  carr ies  over  pol lu tants .  
 COMMISSIONER BROOKES:   Thank you.   Commiss ioner  
Houston.  
 COMMISSIONER HOUSTON:  Thank you.   Chairman 
Bar tholomew,  you kind of  s to le  my quest ion proving that  great  minds  
th ink a l ike ,  but  my quest ion is  rea l ly  about  the  NGOs and sor t  of  the  
communicat ion wheel .   You had ment ioned a  l i t t le  whi le  ago to  some 
pass ing publ ic  hear ings ,  and I  thought  to  mysel f ,  i f  they could  have 
nonconfronta t ional  publ ic  hear ings  l ike  th is ,  you get  the  in te l lec tual  
and the  idea  t ransfer  in  a  cheerful  environment ,  how helpful  tha t  would  
be  i f  tha t  could  occur  over  there .   So that ' s  something we ' l l  cer ta inly  
pray for  in  the  fu ture .  
 But  we had tes t imony las t  year  about  the  environmenta l  NGOs 
over  there ,  and that  they were  qui te  pass ionate  about  what  they do,  and 
that  they do work wi th  some of  the  U.S.  NGOs,  environmental  NGOs,  
but  they don ' t  ta lk  to  each other .   They don ' t  have a  s t ructure  where  the  
North  ta lks  to  the  South  ta lks  to  the  East  ta lks  to  the  West ,  and I 'm not  
sure  whether  tha t  i s  because  they don ' t  have  the  capaci ty ,  they don ' t  
have the  technology to  ta lk  to  each other ,  or  they are  d isa l lowed by the  
government  or  prevented to  ta lk  to  each other .  
 I  wonder  i f  you could  address  that  a  l i t t le  bi t ,  how much they are  
able  to  work together  in  d i f ferent  areas  of  China  and what  the  
prospects  for  tha t  i s  cont inuing,  and a lso  what  the  barr iers  for  those  
fo lks  might  be?  



 

 

 DR.  TURNER:  I  th ink a  lo t  of  Chinese  environmental  NGOs are  
qui te  smal l .   So some are  very focused on very  local  i ssues .   
Something I 've  not iced in  the  las t ,  par t icular ly  the  las t  two years ,  i s  
that  the  use  of  the  internet  has  real ly  k ind of  increased the i r  
communicat ion,  looking a t  the  Nuj iang Dam campaign.   I t  was  a  
nat ional  campaign.   Chinese  NGOs encouraging Chinese  journal is ts  to  
go down,  inves t igate .   There  was  the  In ternet .   The chat  rooms were  
l ive  wi th  i t ,  and I  haven ' t  rea l ly  seen anyone c lamping down or  c los ing 
environmenta l  NGOs Web s i tes .  
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 I  th ink tha t  they are  coming together .   There  are  more  
conferences ,  workshops  coming together ,  a  lo t  of  in ternat ional  par tners  
somet imes  help br ing them together ,  but  again many of  them are  
focused-- th ink of  our  grass  root  groups .   You know communi ty  groups  
focus  on communi ty  i ssues .   So  I  th ink i t ' s  a  posi t ive  t rend.  
 COMMISSIONER HOUSTON:  But  they ' re  not  fearful  of  i t?   
They ' re  not  fearful  of  the  communicat ion?  
 DR.  TURNER:  No,  not  that  I 've  seen.   Again ,  a  lo t  of  the  NGOs-
-most  of  them are  doing work that  the  government  suppor ts  which,  
again ,  a  comment  about  ment ioning whether  or  not  they ' re  puppets  of  
the  government ,  I  don ' t  see  that  a lways  as  the  case .   I t ' s  not  a  bad th ing 
because  the  Chinese  government ,  a  lo t  of  the  envi ronmenta l  pol ic ies  
are  good pol ic ies ,  and helping to  bui ld  the  capaci ty  of  communi t ies  to  
help  enforce  them is  something that  the  centra l  government  needs  and 
some people  in  the  centra l  government  th ink they need to  bui ld  the  
capaci ty .  
 COMMISSIONER HOUSTON:  Thank you.   That ' s  cheerful .  
 HEARING COCHAIR D'AMATO:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I  l ived in  Turkey in  the  1970s  
dur ing perhaps  the wors t  of  the  sul fur ic  acid ra ins  where  a long the  
Black Sea  in  copper  smel ter  areas ,  there  were  ent i re  vi l lages  and towns 
whose popula t ions  were  suffer ing f rom renal  d isease ,  where  in  the  
winter ,  in  the  nor thern  c l imates ,  in  the  colder  c l imates ,  away from the 
Medi ter ranean,  the  s t i l lb i r th  and the  miscarr iage  ra tes  went  up 
dramat ical ly  in  the  winter t ime.  
 What  i s  going on in  terms of  the  impact  of  ac id  ra in  s imi lar ly  in  
China?   I  saw a  l i t t le  b i t  in  Liz  Economy's  tes t imony about  crops  being 
covered wi th  gray dust  and considered toxic .   What  about  renal  
d isease?   What  about  miscarr iages?   What  about  s t i l lb i r ths  in  some of  
the  nor thern  colder  provinces ,  Hei longj iang,  Liaoning,  and the  l ike?  
 DR.  HO:  I 'm afra id  I  have not  heard  my school  of  publ ic  heal th  
col leagues  ta lk  about  such issues .   By and large ,  we th ink that  the  
heal th  damage far  dominates  the  agr icul ture  damage,  but  the  
agr icul ture  damage is  substant ia l .   Agr icul ture  damage f rom the  ac id  
ra in  and f rom ozone,  but  the  predominant  ef fec t  i s  human heal th ,  the  



 

 

respi ra tory  problem,  so  I 've  not  heard  about  the  s t i l lbi r th  effects ,  but  
there  wi l l  be  another- -  
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 COMMISSIONER FIEDLER:  Acid  ra in  causes  more  than 
respira tory  problems is  my point  ac tual ly ,  and I  was  wonder ing where 
there  were  any s ta t i s t ics  on i t?  
 Get t ing away f rom Bei j ing,  our  wi tnesses  th is  morning f rom the  
Depar tment  of  Energy and EPA were  knowledgeable  about  pol icy ,  but  
were  less  knowledgeable  about  what  was  going on in  the  provinces .   So 
I  d idn ' t  ge t  an  answer  to  my ques t ion of- -outs ide  of  c i t ies- -what  
province  i s  making the  most  progress  in  res tor ing i t s  environmental  
condi t ion?   And is  a  meaningful  d i fference  among the  provinces  in  
thei r  progress?  
 DR.  TURNER:  You go f i rs t .  
 DR.  HO:  Wel l ,  I  don ' t  know.  
 DR.  TURNER:  Okay.   Shanghai  i s  of ten  c i ted  as  being-- they 
have been very  progress ive  in  a  lot  of  areas  and somet imes  there  
haven ' t  been as  many Chinese  NGOs developing in  Shanghai ,  and some 
people  sa id  because  they don ' t  need i t  because  the  government  seems to  
be  a  l i t t le  b i t ,  very  proact ive on the  environmenta l  i ssue .  
 Some provinces  l ike  J iangsu is  another  one that  I  bel ieve  is  very  
progress ive .   Again ,  a  lo t  of  work wi th  the  internat ional  communi ty.   
They 've  been,  they were  lead on the  informat ion disc losure .  Again ,  
they are  working wi th  NRDC.  Demand s ide  management ,  they want  to  
be  a  lead.  
 Liaoning Province was the  f i rs t  province  tha t  rea l ly  t r ied  to  
exper iment  wi th--I  love  the term--c i rcular  economy.   Have you heard 
that  term? I t ' s  ta lk ing about  t ry ing to  promote recycl ing ,  resource 
conservat ion issues  more  broadly .   The former  mayor  of  Dal ian ,  he  
rea l ly  pushed Dal ian  to  become a  very green c i ty ,  wanted to  be  c lean.   
I t ' s  green as  wel l ,  lo t  of  green space .  
 COMMISSIONER FIEDLER:  We were  jus t  there .  
 COMMISSIONER HOUSTON:  I t  was  wonderful .  
 DR.  TURNER:  But  the  mayor  of  tha t  c i ty  became the  head of  the  
province.  
 COMMISSIONER FIEDLER:  Right .  
 DR.  TURNER:  So you heard  these  s tor ies .   So i t  i s  k ind of  t rue  
that  Liaoning is  very  progressive .   They do a  lot  wi th  the  European 
Union on r iver  bas in  management  i ssues .   They s t r ike  me as ,  again ,  as  
a  very  hol is t ic ,  they ' re  taking a  very  hol is t ic  approach.    
 And J iangsu being one rea l ly  doing a  lo t  of  exper imenta t ion wi th  
new pol ic ies .   Shanghai  as  wel l  exper imenta t ion on new pol ic ies .  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR D'AMATO:  Commiss ioner  Videnieks .  
 HEARING COCHAIR VIDENIEKS:   Dr .  Ho,  d id  I  hear  you 
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 DR.  HO:  That  i s  what  the  World  Bank--  
 HEARING COCHAIR VIDENIEKS:   Yuan.   Oh,  yuan.  
 DR.  HO:  No,  th is  i s  what  the  World  Bank accountants  ca l l  
purchasing power  par i ty  adjus ted  dol lars .   So on the  common scale ,  
adjus t ing for  pr ices ,  the  U.S.  would  be--  
 HEARING COCHAIR VIDENIEKS:   Oh,  purchasing power  par i ty  
maybe.  
 DR.  HO:  Yes .  
 HEARING COCHAIR VIDENIEKS:   Okay.   F ine .   That  was  
bas ical ly  a  quest ion because  I  thought  i t  was  very  high,  ten  t imes  
higher .   I t  would  be .  
 The other  quest ion I  have is  SEPA a  cent ral  organizat ion  that  has  
depar tments  going down to  the  local  level?   That 's  an organizat ional  
quest ion.   How is  that  government  organized over  there ,  the  Chinese  
Environmenta l  Protec t ion Agency? 
 DR.  HO:  The Chinese  have a  system where  the  provincia l  and 
local  levels  repl icate  a l l  the  agencies  a t  the  nat ional  level .   So  each 
province  has  i t s  own environmental  protect ion bureau which do not  
repor t  to  the  SEPA. 
 HEARING COCHAIR VIDENIEKS:   Okay.  
 DR.  HO:  So they do not  have good control .  That ' s  the  problem.  
 HEARING COCHAIR VIDENIEKS:   There  was  something in  the  
press ,  maybe two or  three  days  ago,  tha t  some of  these  Chinese  coal ,  
power  p lants  u t i l iz ing coal  have scrubbers  ins ta l led ,  but  the  managers 
choose  not  to  use  them in order  to  be  more  product ive .   So ta lk  about  
incent ives- -do the product ion incent ives  so  much outweigh the  
pol lu t ion control  incent ives  tha t  they may be  meaningless?   That 's  k ind 
of  a  conclusory  quest ion,  I  guess .  
 DR.  TURNER:  I  th ink that  in  terms of ,  to  answer  tha t  a lso  
looking a t  the  SEPA environmenta l  protect ion bureau s t ructure ,  local  
environmental  protect ion bureaus  are  paid  by the  local  governments ,  
and there  i s  somet imes  a  ca t  and mouse  game in  terms of  moni tor ing.   
But  somet imes ,  though,  when SEPA wil l  f ine  an  indust ry  for  pol lu t ing 
and the  local  government  wi l l  then pay them back.   So tha t ' s  where  the  
lack of  incent ive  comes in .  
 HEARING COCHAIR VIDENIEKS:   But  that  I  guess  would  be  a  
root  problem.  
 DR.  TURNER:  A root  problem,  but  the  i ssue ,  the  regional  off ice  
program that  EPA is  he lping them wi th  could have an  ext remely b ig 
impact  in  increasing moni tor ing a t  the  local  level  and enforcement  
i ssues .   I  see  that  as  a  good hope for  bui ld ing the  capaci ty  of  the  EPBs 
a t  the  local  level .  
 HEARING COCHAIR VIDENIEKS:   The other  ques t ion I  had,  I  



 

 

th ink you sa id  that  the  pol lu t ion f ight ing budget  i s  l ike  1 .7  percent  of  
GDP at  the  centra l  level ,  I  guess ,  or  nat ionwide.  
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 DR.  TURNER:  Again ,  the  s ta t i s t ics ,  I  have to  wres t le  wi th .   I 'm 
pre t ty  sure  that  that  percentage is  focused on the  centra l  government  
a l lo tment  and--  
 HEARING COCHAIR VIDENIEKS:   Right .  
 DR.  TURNER:  - - I 'm not  qui te  sure .   Again ,  i t ' s  going to  vary  
considerably  a t  the  local  level .  
 HEARING COCHAIR VIDENIEKS:   Because  i t ' s  then qui te  high 
because  the  mi l i tary  budget  i s  l ike  three  percent ,  tha t  45  bi l l ion  that  
we see  k icked around,  thei r  off ic ia l  es t imate .   So we would,  of  course ,  
k ick i t  h igher .   But  tha t  would  be  l ike  hal f  the  mi l i tary budget .   And 
then a lso  today we heard  numbers  that  pol lu t ion costs  PRC eight  to  13 
percent  of  GDP,  which other  people  sa id  was  high,  but  my quest ion is ,  
i s  th is  a- -you ment ion the  word "cr is is ."   
 I s  this  a  t ime bomb that ' s  wai t ing to  happen?  When in  both  of  
your  es t imat ion would  i t  happen i f  i t  happens?  
 DR.  TURNER:  A lo t  of  the  costs ,  too,  in  some of  those  numbers-
- I  don ' t  rea l ly  know--and I ' l l  le t  h im answer  too-- the  economist  here--
but  the  heal th  costs ,  those  are  of ten hard  to  calcula te ,  and there  is  a l so  
the  cos t  of  ins tabi l i ty .   You 've  probably  heard  the  s ta t  about  85,000 
protes ts  of  a  hundred and more in  2005.   Many of  those  were  
environmenta l  protes ts  in  rura l  areas ,  water  pol lu t ion,  a i r  pol lu t ion,  
that  the  local  government  wasn ' t  responsive .  
 And that  a lso  has  an  impact .   Ins tabi l i ty  cos ts ,  but  how do you 
ca lcula te  i t?  
 HEARING COCHAIR VIDENIEKS:   Right ,  r ight .  
 DR.  HO:   I 'm not  famil iar  wi th this  1 .7  f igure ,  GDP f igure ,  but  
the  budgets  of  the  agencies  are  smal l  so  we would ,  what  we would  l ike  
to  count  i s  the  cos t  of  th is  control  equipment  and this  i s  what  dr ives  i t  
to  th is  c lose  to  a  percent  of  GDP.   I t ' s  not  the  sa lar ies  for  the  SEPA. 
 COMMISSIONER FIEDLER:  I t ' s  the  indust r ia l  cos ts .  
 DR.  TURNER:  I f  I  could  a lso  in ter jec t ,  there  i s  a lso the cost  of  
loss  of  fore ign inves tments ,  and we 're  seeing that .   Hong Kong is  a  
par t  of  China .   You might  have heard  Merr i l l  Lynch recommended in  
la te  2006 that  inves tors  swi tch  thei r  rea l  es ta te  investments  to  
Singapore  which is  much c leaner ,  and they ' re  s tar t ing to  see  some 
inves tors  consider ing,  wel l ,  maybe,  some Chinese  c i t ies  are  considered 
hardship  posts  because  of  the  poor  a i r  qual i ty .  
 S ince  that  announcement ,  Hong Kong has  rea l ly  pushed thei r  a i r  
qual i ty  s tandard  se t t ing .   They ' re  going to  work wi th  Guangdong on 
SO2 emiss ions  t rading.   We've  rea l ly  seen i t  as  a  ca ta lys t  in  Hong 
Kong and maybe even wi th  Guangdong because  of  the  fear  of  los ing 
inves tment .   So another  cos t  tha t ' s  hard to  ca lcula te .  
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 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Houston.  
 COMMISSIONER HOUSTON:  I  jus t  had another  quick quest ion 
that  came on the  las t  d iscuss ion,  one of  the  quest ions  Commiss ioner  
Videnieks asked.  Here  i f  a  manager  turned off  a  scrubber ,  he  would  go 
to  ja i l ,  which is  fa i r ly  s igni f icant  d is incent ive  to  turning the  scrubber  
off .  
 So i t  made me wonder  i f  there  i s  any act ion wi thin  China 's  
judic ia l  sys tem vis-à-vis  envi ronmental  i ssues?   I s  there  any movement  
to  punish?   Are  there  any penal t ies  imposed?  Are they paying 
a t tent ion to  i t  a l l?   Fo they have impact  a t  a l l  a t  what 's  happening a t  
the  environmenta l  level  e i ther  in  Bei j ing  or  more  impor tant ly ,  probably 
out  in  the  provinces?  
 DR.  HO:   I  don ' t  know i f  the  judic ia l  sys tem can enter .   The 
f inding of  v iola t ion has  to  come from the  environmenta l  bureau,  and i f  
the  environmenta l  bureau is  corrupt  or  inf luenced by other  economic  
decis ions ,  then th is  wouldn ' t  even r ise  to  the  level  of  a  judic ia l  ac t ion.  
 COMMISSIONER HOUSTON:  Al l  r ight .  
 DR.  TURNER:  But  i f  I  could  add,  two years  ago,  there  was  the  
b ig  spi l l  on  the  Songhua River ,  the  benzene spi l l ,  which actual ly  has  
been a  rea l ly  impor tant  increase  in China 's  EPA's  power .   Right  af ter  
tha t ,  they were  able  to pass  regula t ions  tha t  cr iminal ized i f  you don ' t  
repor t  your  spi l l .   So the  idea  that  pol lu t ion accidents  now,  there 's  a  
h igher  bar  now.  
 But  a lso  there  are  cases ,  and I  ac tual ly  helped wi th  an  NGO, to  
g ive  you another  good example ,  the  Center  for  Legal  Assis tance for  
Pol lu t ion Vict ims is  an  NGO based a t  a  univers i ty  in  Bei j ing .   They 
have a  network of  lawyers  that  g ive  pro  bono suppor t  to  c lass  ac t ion 
cases ,  pol lu t ion vic t ims,  and they ' re  s tar t ing to  win.  
 I  mean out  of  a  hundred some cases,  they win over  ha l f .   In  terms 
of ,  they take  cases  away from the  local  courts  to  move i t  to  a  regional  
cour t .   American Bar  Associa t ion and other  U.S.  NGOs have been 
doing t ra in ings  of  judges  and lawyers  on environmenta l  law so  that  th is  
has  been,  again ,  a  very ,  very  encouraging t rend.  
 Some environmenta l  protect ion bureaus  have been,  there  have 
been a t tempts  to  sue  them.   They don ' t  of ten  succeed.   There 's  a  woman 
out  in  Cal i fornia  d id  her  d isser ta t ion  on th is ,  and I  real ly  want  to  see  i t  
because  I  don ' t - -she  looked way out  in  the  provinces  about  th is  t rend,  
again ,  put t ing pressures  on EPBs.  
 So I ' l l  ge t  back to  you on that  one once  I  can read th is  woman 's  
d isser ta t ion.  
 COMMISSIONER HOUSTON:  Thank you.    
 HEARING COCHAIR D'AMATO:  Thank you.   Any fur ther  



 

 

quest ions  on the  par t  of  commiss ioners?   I f  not ,  th is  concludes  today 's  
hear ing.   Thank the  panel  very  much for  your  a t tent ion and in teres t  and 
for  fo l low-up.   And we wi l l  resume the  second day of  th is  hear ing 
tomorrow morning in  th is  room at  8 :30 prompt ly .   We have two 
governors  so  I  ask  commiss ioners  to  be  prompt .   That  wi l l  conclude 
today 's  hear ing.  
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 DR.  TURNER:  Thank you.  
 [Whereupon,  a t  4 :35 p .m. ,  the  hearing recessed,  to  reconvene a t  
8 :35 a .m. ,  Fr iday,  June 15,  2007.]  
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U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
     Washington,  D.C.  
 
 
 
 The Commiss ion met  Room 385,  Russel l  Senate  Off ice  Bui ld ing,  
Washington,  D.C.  a t  8 :35 a .m. ,  Chairman Carolyn Bar tholomew,  Vice  
Chairman Danie l  A.  Blumenthal  and Commiss ioners  C.  Richard  
D’Amato,  Dennis  C.  Shea,  and Peter  Videnieks   (Hear ing Cochairs) ,  
pres id ing.     
   
 CHAIRMAN BARTHOLOMEW:  We 're  going to  s tar t  wi th  
opening s ta tements  f rom our  cochairs  of  the  hear ing,  and then I ' l l  have 
a  few remarks  to  make,  and then we ' l l  move in to  the  tes t imony.  
 Commiss ioner  D'Amato.  
 

OPENING STATEMENT OF COMMISSIONER C.  RICHARD 
D’AMATO, HEARING COCHAIR 

 
 HEARING COCHAIR D'AMATO:  Thank you,  Madam Chairman,  
and welcome to  the  second day of  our  hear ing on China 's  energy 
consumption and oppor tuni t ies  for  U.S. -China cooperat ion to  address  
the  ef fec ts  of  China 's  energy use .  
 Yesterday,  we heard  tes t imony about  the  t rends  of  Chinese  
energy use  as  wel l  as  analysis  of  the  s t ra tegic  and environmenta l  
ef fec ts  of  tha t  use .  
 Today,  we ' re  asking our  wi tnesses  to  take a  forward- looking 
approach based on those  analyses  and pinpoint  s t ra tegies  that  can be 
used to  address  these  ef fec ts .   Moreover ,  we wi l l  hear  tes t imony f rom 



 

 

witnesses  engaged in  U.S. -China cooperat ive  programs on energy and 
the  environment  about  what  aspects  of  these  programs have succeeded 
and what  aspects  have not ,  and how we can improve future  
cooperat ion.  
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 I  would  l ike  to  emphasize  my convic t ion as  an  individual  
commiss ioner  that  there  i s  no greater  chal lenge to  the  heal th  and 
secur i ty  of  the  Uni ted  Sta tes  than global  c l imate  change.   The U.S.  and 
China are  the  world 's  two larges t  emit ters  of  greenhouse gases ,  and no 
in ternat ional  effor t  to  curb  the  effec ts  of  carbon dioxide emiss ions  i s  
going to  have great  ef fec t  wi thout  the  dedicated involvement  of  both  
countr ies .  
 I  applaud the  re lease  of  c l imate  change repor ts  by the  U.S.  and 
China  both  las t  week pr ior  to  the  Group of  Eight  summit  in  Germany.   
Whi le  i t  i s  laudable  to  acknowledge the  problem our  p lanet  confronts ,  
these  proposed responses  so  far  are  insuff ic ient  to  ensure  the  
worldwide curbing of  greenhouse gases  and manage thei r  many-faceted  
aspects .  
 The U.S.  and China  can in  the  immedia te  fu ture  es tabl ish  more  
s t r ingent  caps  in  an  in ternat ional  ef for t  to  se t  the  s tage  for  a  pos t -
Kyoto accord,  which has  been ident i f ied  by Pres ident  Bush a l ready as  a  
pr ior i ty  in  which al l  major  pol lu ters  par t ic ipate  f rom both  a  developed 
and a  developing world .  
 I f  we are  to  succeed in  such ef for ts ,  i t  would  be  whol ly 
insuff ic ient  to  re ly sole ly  on the  act ions  of  governments ,  as  important  
as  those  are .   I t  wi l l  be  crucial  for  commit ted ,  concer ted  act ions  to  
emerge  from among the  ranks  of  socie ty  around the  globe.   
Communi t ies  and businesses  must  take an ac t ive  role  in address ing the  
problem,  and I  be l ieve  that  publ ic /pr ivate  par tnerships  in  both  China  
and the  Uni ted  Sta tes  can contr ibute  dramat ical ly  to  reduct ion of  
pol lu t ion resul t ing f rom energy consumption.  
 Indeed,  U.S. -Chinese  coopera t ion and leadership  in  th is  area  i s  
the  cr i t ica l  keys tone to  wor ldwide success .   Lacking such coopera t ion 
and leadership ,  the  problem wi l l  l ike ly  go a long uncontrol led  pathways 
increas ingly  di re  in  the ir  consequences .  
 The good news is  i t  appears  we have the  technologies ,  organiz ing 
ski l l s ,  and level  of  understanding of  what  needs  to  be  done to  manage 
the  problem given the  pol i t ica l  wi l l  to  do so .   The bad news is  we do 
not  have the  luxury of  unl imi ted t ime to  do th is .   
 I  would  l ike  to  thank a l l  the  wi tnesses  for  shar ing the i r  t ime,  
thei r  knowledge and thei r  ideas  wi th  the  Commiss ion.   We're  especia l ly 
p leased to  welcome Governor  Br ian Schwei tzer  of  Montana and 
Governor  Joe  Manchin  of  West  Virginia  who wi l l  discuss  the i r  s ta tes '  
energy-rela ted  in teract ions  wi th  China  and s t ra tegies  for  mi t iga t ing  the  
negat ive  ef fec ts  of  energy use .   And Mr.  David  Helvey from the  



 

 

Depar tment  of  Defense ,  who wi l l  join  us  la ter  this  morning.  
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 Thank you for  coming,  and I ' l l  turn  the  microphone over  now to  
my cochai r  for  today 's  sess ion,  Commiss ioner  Dennis  Shea.  
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Commissioner C.  Richard D’Amato 
Hearing Cochair  

 
Good morning, and welcome to the second day of our hearing on “China’s energy consumption 

and opportunities for U.S.-China cooperation to mitigate the effects of China’s energy use.”  Yesterday, we 
heard testimony about the trends of Chinese energy use, as well as analyses of the strategic and 
environmental effects of that use.  Today, we are asking our witnesses to take a forward-looking approach 
based on those these analyses and pinpoint strategies that can be used to address these effects.  Moreover, 
we will hear testimony from witnesses engaged in U.S.-China cooperative programs on energy and the 
environment about what aspects of these programs have succeeded and what aspects have not, and how we 
can improve future cooperation. 
 

I would like to emphasize my conviction that there is no greater challenge to the health and 
security of the United States than global climate change.  The U.S. and China are the world's two largest 
emitters of greenhouse gases, and no international effort to curb the effects of carbon dioxide emissions can 
have great effect without the dedicated involvement of both countries.  I applaud the release of climate 
change reports by the U.S. and China last week prior to the Group of Eight summit in Germany. Yet while 
it is laudable to acknowledge the problem our planet confronts, these proposed responses so far are 
insufficient to ensure the worldwide curbing of greenhouse gases to manage their many-faceted impacts.  
The U.S. and China can in the immediate future establish more stringent caps in an international effort to 
set the stage for a post-Kyoto accord - which has been identified already by President Bush -- in which 
all major polluters participate, from both the developed and developing world. 

 
If we are to succeed in such efforts, it will be wholly insufficient to rely solely on actions by 

governments, as important as those are.  It will be crucial for committed, concerted actions to emerge from 
within the ranks of society around the globe.  Communities and businesses must take an active role in 
addressing this problem, and I believe that public-private partnerships in both China and the United States 
can contribute dramatically to reduction of pollution resulting from energy consumption.  Indeed, U.S.-
Chinese cooperation and leadership in this area is the critical keystone to worldwide success.  Lacking such 
cooperation and leadership, the problem will likely grow along uncontrolled pathways, increasingly dire in 
their consequences.  The good news is it appears we have the technologies, organizing skills, and level of 
understanding of what needs to be done to manage the problem, given the political will to do so. The bad 
news is we do not have the luxury of unlimited time to do so.  
 I would like to thank all of the witnesses for sharing their time, their knowledge, and their ideas 
with the Commission.  We are especially pleased to welcome Governors Joe Manchin of West Virginia and 
Brian Schweitzer of Montana who will discuss their states’ energy-related interactions with China and 
strategies for mitigating the negative effects of energy use, and Mr. David Helvey from the Department of 
Defense, who will join us later this morning.  Thank you for coming, and now I’ll turn the microphone over 
to my co-chair for today’s session, Commissioner Dennis Shea. 
 

OPENING STATEMENT OF COMMISSIONER DENNIS C.  SHEA 
HEARING COCHAIR 

  
 HEARING COCHAIR SHEA:  Thank you,  Commiss ioner  
D'Amato.   I  too  would l ike  to  welcome the  wi tnesses  who wi l l  be  



 

 

jo ining us  today,  and I  would especia l ly  l ike to  welcome Governor  
Schwei tzer  for  a t tending and thank him for  a t tending,  and I 'd  l ike  to  
welcome Governor  Manchin  in  absent ia .   I 'm sure  he ' l l  be  here  
momentar i ly .  
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 I  want  to  thank both  gent lemen for  the i r  wi l l ingness  to  share  
wi th  the  Commiss ion thei r  exper iences  in  promot ing a  re l iable  c lean 
energy supply  and in  working wi th  China  on this  i ssue .  
 The s t ra tegic  and environmental  ef fec ts  of  China 's  energy use  
present  a  growing chal lenge to  U.S. -China  re la t ions .   This  was  vividly  
i l lus t ra ted  by the  focus  on energy and environmental  i ssues  dur ing las t  
month 's  St ra tegic  Economic Dialogue here  in  Washington.  
 I t  appears  tha t  both  the  adminis t ra t ion and the  Chinese  
government  recognize  the  high s takes  involved,  and real ize  that  both  
nat ions  face  some of  the  very  same chal lenges .  
 The bot tom l ine  is  that  there  i s  much common ground as  both  of  
our  countr ies  t ry  to  respond to  these  chal lenges  in  ways  that  enhance 
our  economic growth and protect  our  nat ional  secur i ty .  
 Af ter  yes terday 's  ins ightful  tes t imony,  we wi l l  have an 
oppor tuni ty  today to  hear  suggest ions  f rom witnesses  about  how they 
bel ieve  our  government  can bes t  approach these  issues .   Our  exper t  
wi tnesses  have been asked to  ident i fy  s t ra tegies  both  f rom the  realm of  
publ ic  pol icy  and the  arena of  pr ivate  sector  ac t iv i ty  for  address ing 
both  the  s t ra tegic  and environmenta l  consequences  of  Chinese  energy 
consumption t rends .  
 We wi l l  be  depending on our  wi tnesses '  exper ience  wi th  China  to  
ass is t  us  in  d is t inguishing between what  feasibly  can be accompl ished 
in  China ,  g iven the  current  s ta te  of  the  government  and economy and 
what  may sound l ike  a  good idea ,  but  may not  be  achievable  in  the  near  
term.  
 I  a lso  look forward to  hear ing the  tes t imony of  our  wi tnesses  
who current ly  lead U.S. -China  cooperat ive  programs on energy and the  
environment .   Thei r  remarks wi l l  g ive the  Commiss ion an  oppor tuni ty  
to  ident i fy  best  prac t ices  in  U.S. -China cooperat ive  projects  and bet ter  
inform the  Congress  on how U.S.-China  cooperat ion can be  improved 
and expanded.  
 I  want  to  thank in  advance  al l  the  wi tnesses  for  par t ic ipat ing  in  
today 's  hear ing and,  Governor  Schwei tzer ,  again ,  thank you very  much 
for  a t tending.    
 I 'm going to  hand i t  over  to  the  chai rman.  
[The s ta tement  fo l lows: ]  
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Prepared Statement  of  Commiss ioner Dennis  C.  Shea 

Hearing Cochair  
 

Thank you, Commissioner D’Amato.  I’d like to welcome the panelists who have joined us today.  
I especially would like to welcome Governor Manchin and Governor Schweitzer for their appearance this 
morning, and thank them for their willingness to share with the Commission their experiences in promoting 
a reliable, clean energy supply and in working with China on this issue.   

The strategic and environmental effects of China’s energy use present a growing challenge to 
U.S.-China relations.  This was vividly illustrated by the focus on energy and environmental issues during 
the Strategic Economic Dialogue in May.  It appears that both the Administration and the Chinese 
government recognize the high stakes involved, and realize that both nations face some of the very same 
challenges. The bottom line is that there is much common ground as both of our countries try to respond to 
these challenges in ways that enhance our economic growth and protect our national security. 

After yesterday’s insightful testimony, we will have an opportunity today to hear suggestions from 
witnesses about how they believe our governments can best approach these issues.  Our expert witnesses 
have been asked to identify strategies—both in the realm of public policy and in the arena of private sector 
activity—for addressing both the strategic and environmental consequences of Chinese energy 
consumption trends.  We will be depending on our witnesses’ experience with China to assist us in 
distinguishing between what feasibly can be accomplished in China, given the current state of the 
government and economy, and what may sound like a good idea but may not be achievable in the near 
term.   

I also look forward to hearing the testimony of our witnesses who currently lead U.S.-China 
cooperative programs on energy and the environment.  Their remarks will give the Commission an 
opportunity to identify best practices in U.S.-China cooperative projects and better inform the Congress on 
how U.S.-China cooperation can be improved and expanded.   

We thank all of you for participating, and we’ll begin with today’s first panel. 
 

  
PANEL VI:   GUBERNATORIAL PERSPECTIVES 

 
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   I t ' s  a  
rea l  honor  and a  pr iv i lege  for  us  today to  have tes t i fy ing severa l  of  the  
governors  of  our  great  nat ion.   They are  on the  f ront  l ines  of  deal ing 
wi th  the  energy and envi ronment  consequences .   Before  I  do  an  
in t roduct ion,  I 'd  a lso  l ike  to  thank and commend the  cochairs  of  th is  
hear ing,  par t icular ly  Commiss ioner  Videnieks ,  who is  the  one who had 
the  idea  that  we should  have governors  tes t i fy .   Thank you very  much.   
I t  was  a  great  idea  and we 're  thr i l led  to  have you here .  
 Yesterday,  we heard  that  pol lu tants  f rom China  might  be  
negat ing in  Cal i fornia  a l l  of  the  progress  made by that  s ta te  in  
complying wi th  the Clean Air  Act .   We a lso  heard  about  the  indoor  and 
outdoor  heal th  and environmental  consequences  of  a i r  pol lu t ion,  so  I  
th ink that  i t ' s  a  rea l ly  impor tant  th ing tha t  you ' re  here  to  ta lk  to  us  
today par t icular ly  about  coal  and about  c lean coal  technology.  
 In  our  f i rs t  panel ,  we are  rea l ly  p leased to  welcome Governor  Joe  
Manchin ,  who I  unders tand is  s tuck in  t raf f ic ,  another  hazard  of  the  
l i fes tyles  that  we lead ,  and Governor  Br ian Schwei tzer  of  Montana.  
 I  th ink I 'm going to  defer  my int roduct ion of  Governor  Manchin 

 

 
 
 
  



 

 

unt i l  he  gets  here ,  but  jus t  br ief ly  about  Governor  Schwei tzer ,  Br ian 
Schwei tzer  became the  23rd Governor  of  the  great  s ta te  of  Montana on 
January 3 ,  2005.  
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 He earned a  Bachelor  of  Science degree  in  Internat ional  
Agronomy from Colorado Sta te  Univers i ty  and a  Master  of  Science 
degree  in  Soi l  Science f rom Montana Sta te  Univers i ty .   He has  been 
ac t ive  in  implement ing nat ional  farm pol icy  and invest igat ing c lean 
coal  and other  a l ternat ive  energy sources .   He is  a  leader  in  address ing 
the  energy and environmenta l  chal lenges  of  the  nat ion and 
in ternat ional ly ,  and I 'd  l ike  to  jus t  a lso  note ,  a l though i t ' s  not  in  my 
comments  f rom your  b iography,  that  you 've  spent  t ime working 
overseas  in  the  developing world  on i r r igat ion and energy issues .   I 'm 
real ly  p leased to  see  that  you take  the  lessons  learned there  and 
brought  them back here  and took the  lessons  learned here  and take  
them to  people  who real ly  need i t .  
 So thank you very  much,  Governor  Schwei tzer .   We 're  going to  
suspend our  t ime l imi ts .   You can speak for  as  long as  you 'd  l ike ,  and 
had I  thought  ahead,  we would  have  suspended our  c lo thing s i tuat ion 
and a l l  have been here  in  blue  jeans ,  but  welcome.  
 

STATEMENT OF BRIAN SCHWEITZER 
 GOVERNOR OF MONTANA 

 
 MR.  SCHWEITZER:  Thank you very much for  invi t ing  me and,  
in  fact ,  yes ,  I  l ived and worked in  Saudi  Arabia  for  seven years .   I 've  
been in  34 countr ies  around the  wor ld ,  most ly  developing i r r igat ion in  
the  developing wor ld  and t ransferr ing American agr icul tura l  
technology.   I 've  shipped f rozen embryos .   Before  we get  in to  debate  
about  i t ,  th is  i s  cat t le .   Cat t le  embryos  and semen and l ive  ca t t le ,  
i r r igat ion equipment ,  seed,  and American technology a l l  over  the  
world .    
 Our  s i tuat ion worldwide in  coal  i s  this :  the  Uni ted  States  leads  
the  wor ld in  coal  reserves;  Russ ia  i s  number  two;  China  i s  number  
three .   Let ' s  jus t  compare  China  to  our  s i tua t ion here .   China  has  about  
114 bi l l ion  ton of  coal  reserves .   Montana a lone has  about  120 bi l l ion 
ton.   Montana has  about  32 percent  of  the  supply in  th is  country  and 
about  e ight  percent  of  the  world 's  supply .  
 In  China ,  the  s i tuat ion  i s  that  most  of  the  coal  in  China  i s  in  the  
nor th  and in  the  nor thwest ,  and Montana  is  most ly  in  the  nor th  and 
nor thwest .   They have bi tuminous  coal ;  they have sub-bi tuminous ,  and 
they have l igni te ,  same as  Montana.  
 78  percent  of  the  e lec tr ic i ty  produced in  China  comes f rom coal ,  
and in  the  Uni ted  Sta tes ,  about  50 percent  of  our  e lect r ic i ty  comes 
f rom coal .  



 

 

 Here 's  the  s i tua t ion ,  fo lks .   Only  about  .8  of  a  percent  of  the  
people  in  China  own cars .   And yet  they are  one of  the  wor ld 's  largest  
impor ters  of  o i l .   They wi l l  be  the  leaders  in  the  wor ld  for  the  
foreseeable  fu ture  in  increases  of  energy product ion and consumpt ion.   
In  fac t ,  we bel ieve  that  they wi l l  complete  the  equivalent  of  one 500 
megawat t  e lec t r ic i ty  p lant  pulver ized coal  per  week for  the  foreseeable  
fu ture .  
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 Dur ing the  next  30 years ,  China  wi l l  produce more  CO2 than the  
res t  of  the  world  has  for  the  las t  100 years .   We ta lked about  mercury.   
Already in  the  western  Uni ted  Sta tes ,  more  than 50 percent  of  the  non-
natural ly  occurr ing mercury ar r ived f rom China .  
 With  peak oi l  having arr ived or  soon arr iv ing,  China  wi l l  
increas ingly  re ly  on coal .   That  i s  the  energy source  that  they have.    
 The Uni ted  Sta tes  must  lead by example .   We are  the  largest  
producers  of  CO2 today,  and whi le  we 've  managed to  mi t igate  those  
increases  and we are  making a t tempts  to  a t  leas t  d iscuss  the  quest ion 
of  g lobal  c l imate  change,  we actual ly  have  no s tanding in  the  wor ld  
today on global  c l imate  change--no s tanding.  
 When we discuss  the  s i tuat ion in  China ,  we ' re  s imply discuss ing 
the  s i tua t ion in  China  because  f rankly  how can we say to  a  growing 
economy l ike  China  that  you must  decrease  your  CO2 or  you must  f ind 
more  expensive  ways  of  producing energy or  consuming energy 
because  the  globe has  become much smal ler ,  and what  you do affects  
us  in  the  Uni ted  Sta tes?  
 China  in  response  would  say,  wel l ,  but  dur ing the  las t  hundred 
years ,  you became the  weal th ies t  country  in  the  h is tory  of  the  wor ld 
because  of  your  great  consumpt ion of  foss i l  fuels ,  and we jus t  k ind of  
want  to  get  on the  wagon wi th  you.   So,  unt i l  the  Uni ted  Sta tes  leads ,  
unt i l  we develop the  technologies  and implement  them,  we wi l l  not  be  
able  to  say anything to  China  about  the i r  fu ture .  
 Montana is  a l ready working wi th  Yanzhou Coal  Company.   
They ' re  the  second- largest  coal  company in  China .   And the  bot tom 
l ine  here  i s  that  the  Uni ted States  has  got  to  develop a  carbon pol icy ,  
and I  am back here  in  Washington,  D.C. ,  where  they ' re  dang-good a t  
d iscuss ing th ings .   Why they discuss  them and they discuss  them and 
they pont i f ica te ,  but  what  ac t ion have we taken? 
 Now,  there  are  some fundamental  problems.  We're  ta lk ing about  
carbon sequest ra t ion today.   We 're  saying that  in  order  for  the  Uni ted  
Sta tes  to  have s tanding,  in  order  for  coal  to  be  a  s ignif icant  par t  of  the  
energy future ,  most  of  us  agree  that  coal  i s  going to  have  to  f ind a  way 
of  burying the  carbon dioxide .  
 So where  are  we a t  today?  The only  carbon dioxide  that  we 
sequester  in  the  Uni ted  Sta tes  today is  used for  enhanced oi l  recovery .   
We 've  been doing that  for  about  the  las t  30 years .  We're  able  to  pump 



 

 

carbon dioxide  in to  these  geologic  zones ,  force  the  o i l  out  of  the  rocks  
and the  CO2 in ,  and under  these  high pressures ,  ac tual ly  the  CO2 
becomes a  sol id  and par t  of  the  rock.   Why wouldn ' t  i t  because ,  of  
course ,  the  carbon came f rom the  rocks  to  begin  wi th .   I t  came f rom 
deep in  the  ear th .   We br ing i t  to  the  surface .  
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 When you disassocia te  the  carbon f rom the  hydrogen,  there 's  a  
burs t  of  energy,  and unfor tunate ly  then you have carbon dioxide .   But  
i f  you can capture that  carbon dioxide  and put  i t  r ight  back in to  the  
ear th ,  then coal  and other  hydrocarbons  could  indeed be  par t  of  our  
energy future .  
 Here  are  our  chal lenges .   Let ' s  s tar t  wi th  something as  s imple  as  
th is :  now probably  you know that  in  the  Uni ted Sta tes ,  most  s ta tes  
have what  we ca l l  sp l i t  es ta tes ,  meaning the  person or  the  ent i t ies  who 
own the  minera ls  under  the  surface  may not  be  the  same ones  who own 
the  surface  land.  So,  in  pract ical  te rms,  i f  you come to  Montana,  and 
you want  to  f ind out  who owns a  p iece  of  land,  who owns that  ranch,  
wel l ,  you go on down to  the  cour thouse ,  walk  in to  the  cour thouse ,  and 
a l l  the  way in  the  back,  there 's  a  b ig  th ick book,  dusty .   Dust  i t  off  a  
l i t t le  b i t ,  you open i t  up,  you go to  the  township  and range that  you ' re  
in teres ted  in ,  you fol low i t  down to  the  sect ion,  and voi la .   That ' s  what  
t i t le  companies  do everyday and the  las t  t ime you bought  or  sold  a  
house ,  that ' s  exact ly  what  they did .  
 There  i t  i s .   Joe  Manchin  i s  the  owner  of  that  ranch in  Montana.   
But  does  Joe  Manchin  own the  minerals  under  tha t  ranch?   Maybe.   
Maybe not .  In  order  to  f ind that  out ,  you go to  the  other  s ide  of  the  
cour thouse  and there  i s  another  dusty  book,  and you open i t  to  that  
township  and range and that  sect ion,  and now whi le  i t ' s  t rue  that  Joe  
and Gayle  Manchin  own the  ranch,  you ' l l  f ind  out  that  they don ' t  own 
a l l  the  minera ls  under  i t .  
 In  fac t ,  the  federa l  government  owns some of  them and the  s ta te  
of  Montana owns some,  the  ra i l road owns some,  some dead lady from 
Omaha owns some,  and Joe  and Gayle  own 12-1/2  percent  of  the  
minera ls .   
 Okay.   That 's  wel l  unders tood.   That ' s  the  legal  sys tem that  we 
have in  th is  country ,  but  le t  me ask  you th is  ques t ion.   We 're  ta lk ing 
about  CO2 sequest ra t ion,  t r i l l ions  of  tons  of  carbon we 're  going to  
sequester  dur ing the  next  30 years .   Who owns the  r ight  to  pump 
carbon dioxide  under  Joe  and Gayle 's  ranch?   Joe  and Gayle?   They 
own the  surface .   Or  the  minera l  owners?   They have  the  r ight  to  
ext rac t  the  minerals .  
 But  who owns the  vacant  space 10,000 feet  below the  ranch?  
Now,  th is  i s  k ind of  a  fundamental  legal  quest ion;  r ight .   We don ' t  
know.  That  has  not  been es tabl ished.   Western  governors  have been 
discuss ing th is .   Some s ta tes  are  working toward a  legal  solut ion but ,  



 

 

ul t imate ly ,  and unfor tunate ly ,  I  guess  we need Congress  to  do 
something here  because  i f  Montana has  one s tandard  and Wyoming has  
another  and we have carbon dioxide  that ' s  pass ing through s ta te  l ines ,  
and we have giant  sa l t  domes that  are  on both  s ides  of  the  border  in  
North  Dakota  and Montana,  we have to  es tabl ish  a  nat ional  s tandard.  

 

 
 
 
  

- 170 -

 

 So  there 's  a  fundamenta l  quest ion,  and yet  we ' re  debat ing a  
carbon cap and t rade  sys tem in  th is  country .   We 're  ta lk ing about  
burying t r i l l ions  of  tons  and we don ' t  even know who has  the  r ight .   So 
that ' s  a  fundamental  ques t ion.   
 Liabi l i ty .   Who's  responsible  i f  there 's  a  fa i lure  in  sequestered 
carbon dioxide  dur ing the  f i rs t  ten  years ,  the  next  50 years ,  the  next  
500 and the  10,000 that  fo l low i t?   We haven ' t  es tabl ished the  legal  
sys tem.    
 Incent ives .   Some say the  carbon cap and t rade  sys tem is  a  
workable  sys tem.   In  fac t ,  many of  the  u t i l i t ies  in  the  Uni ted Sta tes  are  
proponents  of  a  carbon cap and t rade  sys tem.   I  th ink you 've  seen some 
of  the  largest  ut i l i t ies  and some of  the  largest  technology companies ,  
GE and some of  the  larges t  u t i l i t ies ,  in  fac t ,  have formed a  consor t ium,  
have come before  Congress  and sa id we need a  carbon cap and t rade  
sys tem.   So you say,  wel l ,  how does  that  rea l ly  work?  
 Wel l ,  they say  i t ' s  pret ty  s imple .   We wi l l  se t  a  cap on the  
amount  of  carbon dioxide  that ' s  produced in  th is  country  and then we 
wi l l  se t  goals  to  decrease  the  amount  of  carbon that  you produce in  the  
fu ture .   So,  who gets  the  r ight  to  produce the  carbon dioxide  r ight  
now?  Wel l ,  they s t ra ighten thei r  t ie  and they say,  wel l ,  we do.   We 're  
the  ones  who are  producing the  carbon r ight  now.   So we 're  f ranchised 
to  cont inue to  produce carbon,  and as  we decrease  our  product ion,  then 
we ' l l  be  rewarded in  some way wi th  incent ives .  
 Why wouldn ' t  they be  for  a  sys tem l ike  tha t?   We 've  just  of fered  
f ranchises  to  those  who produce carbon.   That  sys tem may work.   I t  
may not .  
 Some say that  we ought  to  jus t  have a  carbon tax  and le t  tha t  tax  
be  neut ra l .   Others ,  for  example ,  some of  the  larger  coal  companies ,  
say ,  oh,  any kind of  a  carbon tax  is  going to  des t roy the  compet i t ive  
nature  of  the  Uni ted  States .   I t  wi l l  increase  the  pr ice  of  our  e lect r ic i ty  
by a  mul t ip le  of  one or  two or  three  t imes ,  and we s imply  can ' t  a f ford  a  
carbon tax .   Others  have proposed that  we need jus t  an  energy tax ,  that  
i f  you are  a  consumer  of  energy,  you pay a  por t ion of  what  you ' re  
consuming to  the  federa l  government  and the  federa l  government  wi l l  
use  that  money to  develop the  research and commercia l iza t ion of  
carbon sequest ra t ion.  
 I  don ' t  have  the  answers ,  but  I  can te l l  you th is .   We are  a  long 
ways  f rom having the  answers  today,  and yet  we ' re  in  a  pos i t ion  where  
we have  got  to  move now because  i f  we wai t  another  ten  years ,  China 



 

 

and the  developing world  are  going to  cont inue to  produce carbon 
dioxide  and mercury  a t  unprecedented ra tes .  
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 So s tep  one.   The Uni ted  Sta tes  has  got  to  have s tanding.   The 
Uni ted  Sta tes  has  got  to  develop those  technologies  tha t  wi l l  e i ther  
produce c lean coal  technology or  somehow walk away f rom coal .   Now 
there  are  those  who say you cannot  put  l ips t ick  on a  p ig .   They don ' t  
l ike  coal .   They cal l  coal  a  four- le t ter  word.   Wel l ,  I  guess  tha t ' s  one ,  
tha t ' s  one  way of  looking a t  i t ,  but  unless  you are  wi l l ing to  l ive  naked 
in  t rees  and eat  nuts ,  coal  i s  going to  be  par t  of  your  fu ture .  
 Remember ,  50 percent  of  the  e lec t r ic i ty  produced in  this  country 
comes f rom coal .   I  have some f r iends  who say,  wel l ,  I  am going to  
dr ive  an  e lec t r ic  car .   I 'm get t ing off  of  those  hydrocarbons .   I  don ' t  
want  anything to  do wi th  hydrocarbons  anymore.   Wel l ,  so  that  e lect r ic  
car  has  a  long cord that  i s  hooked to  a  ta l l  smokestack because  50 
percent  of  our  e lec t r ic i ty  comes f rom coal .  
 Today our  chal lenge is  develop the technology;  t ransfer  the  
technology.   Now,  i t  was Tom Brokaw--you remember  who Tom 
Brokaw is- -he  and his  wife  Meredi th  ac tual ly  s tar ted  in  South  Dakota ,  
but  now they 've  had the  good sense  to  buy a  ranch in  Montana,  and 
they ' re  ra is ing some buffa lo ,  and Meredi th  i s  a t tempt ing to  spend most  
of  the  money that  Tom has  made in  the  las t  40 years  buying horses .   
She 's  wel l  on  her  way.   Tom wrote  a  book,  and you probably  know of  
th is  book,  ca l led  The Greates t  Generat ion,  and the  premise  of  the  book 
was  s imply  this :  tha t  that  generat ion  that  were  reared in  the  Great  
Depress ion,  those  sophomores  in  h igh school ,  juniors  in  h igh school ,  
graduat ing f rom high school  in  1934 or  '35  or  '38 ,  when most  of  the  
people  that  they knew didn ' t  have a  job unless  they were  working for  
the  government ,  when people  looked a t  one another  in  shock,  and 
openly  asked the  quest ion does  democrat ic  capi ta l i sm even work?  
Does  th is  exper iment  have  meri t  in  the  fu ture?   
 The Great  Depress ion was  conquered,  and then la ter  they were  
chal lenged and they were  asked to  defeat  tyranny in  Europe.   In  a  four-
year  per iod,  we went  f rom an a lso-ran mil i tary  power  to  the  number  
one mil i tary  power  in  the  world .   We bui l t  the  mi l i tary  indust r ia l  
complex.   We t ra ined our  mi l i tary ,  and in  a  four-year  per iod,  less  t ime 
than we 've  been in  I raq ,  we defeated  tyranny in  Europe and Asia .  
 Later ,  my generat ion,  I  was  only  s ix ,  seven years  o ld ,  and people  
a l l  over  America  were  gazing in to  the  n ight  skies .   Most  of  you are  o ld  
enough to  remember  th is .   We were  looking in to  the  night  skies  and 
among the  s tars ,  we saw a  sa te l l i te  tha t  was  moving,  Sputnik ,  and that  
s imple  sate l l i te ,  one  sate l l i te ,  i t  sa id  to  the  American people  tha t  we 
had fa l len  behind the  Russ ians  in  probably  a  generat ion in  aerospace  
technology.  
 I t  was  Pres ident  Kennedy,  even though he  had advisors  who sa id  



 

 

to  h im,  Mr.  Pres ident ,  don ' t  go  before  the  American people  and say 
we 're  going to  put  a  man on the  moon in ten  years ;  we don ' t  even know 
i f  i t ' s  technica l ly  feasible .   In  fac t ,  there  were scient is ts  who thought  
perhaps  there  might  have been jus t  500 feet  of  dust ,  and when you 
landed some kind of  a  spacecraf t ,  i t  would  s ink hundreds  of  meters  in to  
the  dust .  
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 There  were  those  who sa id  i t  would  be  imposs ible  to  land on the  
moon in  ten  years ,  but  i t  was  Pres ident  Kennedy who did  go before  the  
American people  and said th is  i s  the  grea tes t  chal lenge of  th is  
genera t ion,  and we wi l l  put  a  man on the  moon in  ten  years .   And when 
that  Apol lo  miss ion landed,  reach in to  your  pocket ,  fee l  tha t  ce l l  
phone,  when that  Apol lo  miss ion landed,  i t  had less  comput ing 
technology than your  ce l l  phone.  
 Now,  we are  faced wi th  the  greates t  chal lenge in  the  h is tory  of  
our  country ,  and that  chal lenge is  to  produce energy for  th is  country  
domest ical ly  wi thout  increasing carbon dioxide  and mercury emiss ions ,  
and not  only  developing the  technology for  th is  country ,  but  
t ransfer r ing i t  to  the  res t  of  the  wor ld .   I f  we get  i t  r ight  in  this  
generat ion,  we wi l l  be  known for  seven generat ions  as  the  greates t  
generat ion.   I f  we ge t  i t  wrong,  heaven help  us .   Thank you.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you for  a  very  in teres t ing tes t imony.  You 've  given us  a  lo t  to  th ink 
about .  
 I 'm pleased now to  welcome Governor  Manchin .   Joe  Manchin  I I I  
i s  West  Virginia 's  34th Governor .   Clear ly ,  West  Virginia  has  been 
around a  l i t t le  bi t  longer  than Montana.   Under  h is  leadership ,  West  
Virginia  has  become "Open for  Business ."    
 Working wi th  the  legis la ture ,  he  has  f ixed the  s ta te 's  workers '  
compensat ion system,  ins t i tu ted  insurance  reforms,  es tabl ished the 
f i rs t  comprehensive  teacher  pay package in  over  15 years ,  decreased 
the  s ta te 's  debt ,  s t rengthened i t s  e th ics  laws and reduced the  food tax .  
 He is  a lso the  Chairman of  the  Southern  Sta tes  Energy Board and 
suppor ts  the  American Energy Secur i ty  In i t ia t ive  which plans  to  
e l iminate  impor ted  oi l  by  2030 by adopt ing reforms.  
 We 're  very  in teres ted  to  hear  what  you have to  say today and to  
hear  a  l i t t le  b i t  more  about  West  Virginia  and China .   Thank you very  
much,  Governor .  
 

STATEMENT OF JOE MANCHIN 
GOVERNOR OF WEST VIRGINIA 

 
 MR.  MANCHIN:  Thank you very  much for  invi t ing me.   I t ' s  
good to  be  wi th  my good f r iend Brian Schwei tzer  f rom Montana.   As  
you have jus t  heard ,  we have an awful  lo t  in  common.   As the  second 



 

 

la rges t  coal -producing s ta te ,  West  Virginia  has  a  paramount  in teres t  in  
the  development  of  world  energy suppl ies ,  jo in t  research and 
development  programs wi th  o ther  nat ions ,  and the implementa t ion of  
new and innovat ive  energy technologies  that  ensure  re l iable  supply ,  
secure  sources  and environmental  responsibi l i t ies .   And I 'm 
par t icular ly  p leased to  share  those  wi th  you today.    
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 Global  energy demand and the  use  of  coal  wi l l  cont inue  wi th  
unprecedented growth.   By 2030,  the  p lanet  wi l l  double  i t s  use  of  coal  
and we are  expected to  be  us ing about  10.5  b i l l ion  tons  annual ly .  
 China ,  in  par t icular ,  i s  a t  the  forefront  of  th is  demand,  
ant ic ipated to  be  a t  1 .5  b i l l ion  tons  by 2020.   By 2020,  the  People 's  
Republ ic  i s  expected to increase  i t s  coal  product ion f rom 1.7  mi l l ion 
tons  per  day to  more  than 3 .2 mi l l ion tons  per  day.   I t s  press ing needs 
for  the  growth in  coal  use  wi l l  be  in  e lec t r ic i ty ,  coal  l iquefact ion and 
syngas .  
 The country 's  e lec t r ic  generat ing capaci ty  wi l l  double  to  1 ,000 
gigawat ts  by 2020.   The Energy Informat ion Adminis t ra t ion of  the  U.S.  
Depar tment  of  Energy has  es t imated that  over  100,000 megawat ts  of  
coal -based power  plants  wi l l  be  bui l t  in  China be tween 2003 and 2010.  
 Changes  in  the  magni tude of  China 's  o i l  use  a lso  bear  a t tent ion.   
Jus t  seven years  ago,  consumption was  4 .9  mi l l ion barre ls  per  day.   
That  f igure  i s  expected  to  jump to  14 mi l l ion barre ls  per  day by 2025,  
an  increase  of  189 percent ,  approximate ly the  product ion capaci ty  of  
Saudi  Arabia .  
 Oi l  product ion in  China  a l ready has  peaked.   So,  more  than nine  
mi l l ion  barrels  per  day wi l l  be  impor ted .   This  i ssue  a lone  wi l l  impact  
the  growth and development  of  mature  and emerging economies  
throughout  the  world ,  impacting coal  use  a lso .   For  example ,   Bei j ing 
a l ready has  announced an out lay  of  $20 bi l l ion for  coal - to- l iquid  
fac i l i t ies .    
 This  unprecedented energy growth has  obvious  impl ica t ions  for  
world  energy markets ,  secur i ty  and the  environment .   For  example ,  the  
In ternat ional  Energy Agency 's  World  Energy Out look 2006 predic ted 
that  China  would surpass  the  Uni ted Sta tes  in  CO2 emiss ions  by 2009.  
 In  face  of  these  chal lenges ,  the  quest ion becomes what  can we do 
col lec t ively  to  ensure  mutual ly  acceptable  outcomes?   I t  i s  my bel ief  
that  i t  i s  be t ter  to  help  manage a  process  than to  watch i t  f rom the  
s ide l ines .   As  such,  in  West  Virginia ,  our  pol icymakers ,  researchers  
and businesses  have begun to  work wi th thei r  counterpar ts  in  China .   
With  severa l  West  Virginia  in i t ia t ives ,  ac t iv i t ies  are  underway to  
expand the  ro le  tha t  technology can play  in  meet ing both  ours  and 
China 's  energy goals .  
 One area  i s  energy eff ic ient  t ransformers .  FCX Systems,  Inc . ,  
located in  Morgantown,  West  Virginia ,  has  been se l l ing sol id  s ta te  



 

 

f requency conver ters  and precondi t ioned a i r  uni ts  to  the  avia t ion 
indust ry  in  China .   FCX power  and cool ing uni ts  a l low ai rcraf t  to  turn  
off  thei r  a i r  process ing uni ts  which consume expensive  je t  fuel .  
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 The FCX equipment  opera tes  on ut i l i ty  power  a t  a  very  high 
ef f ic iency ra te  which saves  energy and a lso i s  ext remely 
environmental ly  f r iendly .   The FCX uni ts  save  energy,  adding no 
addi t ional  pol lu t ion in to  the  environment .   FCX has  over  200 uni ts  in  
China  a t  15 a i rpor ts .  
 Another  area  i s  knowledge shar ing in  the  emerging area  of  coal -
to- l iquids ,  which we a l l  a re  very  much fami l iar  wi th  now.   West  
Virginia  has  taken act ion in  the  p lanning of  coal - to- l iquid  fac i l i t ies  in  
the  s ta te .   These  bui ld upon exis t ing knowledge and technologies  to  
produce  subst i tute  t ransporta t ion  fuels  f rom coal  and f rom coal  
b iomass  b lend.    
 Much can be  learned as  the  two countr ies  explore  common 
chal lenges  for  us ing thei r  vas t  coal  resources  to  fuel  thei r  
t ransporta t ion .  
 Under  the  auspices  of  the  China-U.S.  Clean Energy Protocol ,  
West  Virginia  Univers i ty  has  ini t ia ted  a  program of  research wi th  the  
Shenhua Group Corporat ion to  s tudy the  economic and environmental  
impacts  of  deploying 120,000 barre l -  per-day coal - to- l iquids  p lant  in  
Shanxi  Province  in  Inner  Mongol ia .  
 Based on China 's  need for  pet ro leum for  i t s  t ransporta t ion sector ,  
coal - to- l iquid  indust r ies  may be  widely  deployed in  China  in  the  
fu ture .   This  research wi l l  be  expanded to  include a  s tudy of  carbon 
sequest ra t ion associa ted wi th  poten t ia l  emiss ions  f rom the  p lant .  
 As  just  noted ,  the  area  of  carbon management  i s  another  
oppor tuni ty ,  and I  know that  Br ian  has  gone in to  this .   I ' l l  touch on i t  
br ief ly .   Reducing or  offse t t ing carbon dioxide  emiss ions  is  the  
pr imary object ive  of  a  new sui te  of  technologies  that  are  focused on  
carbon capture  and s torage.   Carbon dioxide  can be  captured di rect ly  
f rom indust r ia l  sources  and then concentra ted in to  a  near ly  pure  form 
of  energy which can be  s tored in  geologica l  format ions  below the 
ear th 's  surface .  
 The U.S.  Depar tment  of  Energy has  formed a  nat ionwide network 
of  regional  par tnerships  to  help determine  the  bes t  approaches  for  
captur ing and permanent ly  s tor ing greenhouse  gases .  
 The Regional  Carbon Sequest ra t ion Par tnerships  are 
government / indust ry  ef for ts  tasked with  determining the  most  sui table  
technologies ,  regula t ions  and infras t ructure  needed for  carbon capture ,  
s torage  and sequest ra t ion  in  d i f ferent  areas  of  the  Uni ted Sta tes .  
 I t  i s  my pleasure  to  serve this  year  as  Chairman of  the  Southern  
Sta tes  Energy Board,  a  regional  organizat ion of  16 s ta tes  and two 
ter r i tor ies .   The Southern States  Energy Board serves  as  the  lead 



 

 

organizat ion for  one of  the  par tnerships ,  the  Southeas t  Regional  
Carbon Sequest ra t ion Par tnership .  
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 Addi t ional ly ,  the  ent i re  par tnership  program is  managed by the  
DOE's  Nat ional  Energy Technology Laboratory  in  West  Virginia .  
 Another  area  of  opportuni ty  for  col laborat ion and lessons  learned 
is  that  of  e lec t r ic i ty  gr id  moderniza t ion.   As  I  noted ear l ier ,  China i s  in  
the  process  of  dramat ical ly  increas ing i t s  e lect r ic i ty-generat ing  
capaci ty .   Smart  choices  in  gr id  des ign and technology deployment  can 
go a  long way toward ensur ing eff ic ient ,  re l iable  and secure  energy.  
 This  i s  the  focus  of  the  West  Virginia-based Nat ional  Energy 
Technology Laboratory 's  Modern Grid  Ini t ia t ive .   The Ini t ia t ive  is  
working toward a  framework that  enables  u t i l i t ies ,  vendors ,  consumers ,  
researchers  and other  s takeholders  to  form par tnerships  and overcome 
barr iers  to  gr id  modernizat ion.  
 The in i t ia t ive  has  accumulated valuable  knowledge that  could  be  
shared with  China ,  such as  the  need to  des ign and ins ta l l  in tegra ted 
communicat ions  and inte l l igence  into the  network f rom the  beginning 
because  these  technologies  are  the  foundat ion for  advanced automat ion 
and demand response  measures  and knowledge about  gr id  opera t ions .  
 The f i rs t  developmenta l  f ie ld  tes t  i s  underway in  West  Virginia  
where  Al legheny Energy is  working wi th  the  Department  of  Energy and 
technology developer  Augusta  Systems to  deploy sensor  network 
infras t ructure  technologies  wi thin  Al legheny 's  d is t r ibut ion sys tem.   
This  tes t  bed ci rcui t  i s  being refer red to  as  the  c i rcui t  of  the  fu ture .  
 These  technologies  wi l l  ass is t  the  gr id  by in ject ing dis t r ibuted 
in te l l igence  into  the  network,  making the  network smar ter  in  terms of  
rea l - t ime remote  moni tor ing and control .  
 Let  me jus t  say in  c los ing that  Br ian  and I ,  Dave Freudenthal  
f rom Wyoming,  and a l l  of  us  in  coal  producing s ta tes  have the  same 
goal ,  which is  to  make th is  country  energy independent .   
 Br ian has  sa id ,  and I  would re i tera te ,  tha t  coal  wi l l  be  a  major  
fac tor  in  th is .   Whether  people  l ike  i t  or  not ,  we have to  f ind  a  way to  
use  i t  and use  i t  responsibly.   There 's  a  balance  to be  had.   I  can te l l  
you some of  the  problems that  we ' re  running in to  get t ing our  coal - to-
l iquids  off  the  ground.   Everybody wants  to  bui ld  a  coal- to- l iquids  
fac i l i ty .   I  have people  everyday coming to  our  economic development  
off ice  want ing to  bui ld  a  coal- to- l iquids  fac i l i ty .  
 Br ian  in  Montana has  people  coming everyday.   Every s ta te  that  
has  carbon has  people  that  want  to  do these  developments .   The bot tom 
l ine  i s  wi thout  a  sound energy pol icy  coming out  and a  sound,  
a t t rac t ive ,  i f  you wi l l ,  incent ive  type of  f inancia l  package coming out  
of  Washington,  th is  wi l l  not  be  a  rea l i ty .  
 We have ta lked about  get t ing the  f inancia l  world  involved.   The 
r i sks  are  h igh,  but  the  rewards  are  great  and we must  do i t .   Unt i l  th is  



 

 

government  gets  a  handle ,  unt i l  the  federa l  government  says  that  we 
are  going to  put  a  base pr ice  on a  barre l  of  o i l ,  and we 're  going to  use  
debi ts  and credi ts  based on lows and highs ,  tha t  there  i s  some f inancia l  
secur i ty  and predictable  r i sk  involved to  where  the  f inancia l  wor ld  wi l l  
ge t  involved-- these  are  very  expensive  plants- -you are  not  going to  see  
i t  move forward.  
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 We 're  a l l  going to  ta lk  about  i t .   There  i s  not  a  s ta te  that ' s  going 
to  s tep  to  the  p la te  tha t  can af ford  to  take  the  r i sk  in  this  h igh-s takes  
game.   Wi th  that  be ing sa id ,  we are  urging the  Depar tment  of  Energy to  
encourage in to  the  energy bi l l  guidel ines ,  whether  i t ' s  $45 or  $50 a  
barre l  as  a  basel ine .   With  that ,  I  can guarantee  you that  there  wi l l  be  
more  development  in  the  next  year  or  two than you can ever  imagine .    
I  th ink that  we ' l l  achieve  energy independence by the  year  2030.  
 Through my in i t ia t ive  as  being Chairman of  the  Southern  Sta tes  
Energy Board,  we have asked every  s ta te  to  s ign a  declara t ion of  
independence,  i f  you wi l l ,  tha t  we ' l l  a l l  s t r ive  to be  energy independent  
by no la ter  than 2030.  
 With  that ,  we s tar t  very bas ica l ly ,  a t  the  very  bas ics  wi th  a  
basel ine  of  doing an inventory .  My l i t t le  s ta te  of  West  Virginia  
depends  on 1 .2  bi l l ion  gal lons  of  o i l  a  year .   By May,  by May of  each 
year ,  we run out  of  our  domest ic  produced oi l .  We depend on-- the  same 
as  th is  nat ion  does--we depend on oi l  f rom other  nat ions ,  which have 
not  been f r iendly  towards  our  way of  l i fe  or  our  pol ic ies ,  and i t ' s  
ge t t ing more  and more  di f f icul t .  
 With  the  sequester ing,  I  know that  the  carbon sequest ra t ion is  a  
b ig  concern  that  we a l l  have,  but  i f  we wai t  unt i l  we perfec t  i t ,  we ' l l  
never  do i t .   The bot tom l ine  i s  we must  ge t  s tar ted .   So,  we would 
hope that  our  concern  and forwarding on our  informat ion that  you ' re  
receiving through these  tes t imonies ,  wi l l  be  of  great  help  to  th is  
nat ion.  
 I  want  to  thank you a l l  for  the  oppor tuni ty  to  jo in  the  U.S.-China 
Economic and Secur i ty  Review Commiss ion to  d iscuss  these  very  
important  i ssues ,  and I  bel ieve  that  i ssues  of  energy secur i ty  and 
re l iabi l i ty ,  as  wel l  as  environmenta l  impact ,  a re  among the  most  
cr i t ica l  g lobal  i ssues  that  we have fac ing us .  
 The methods  wi th which China feeds i t s  energy appet i tes  wi l l  
sure ly  impact  the  Uni ted Sta tes .   There  i s  no doubt  about  tha t .   There  
are  sure ly  lessons  to  be  learned from these  innovat ive  technology 
deployments  noted above and numerous  oppor tuni t ies  for  knowledge 
shar ing,  technology t ransfer  and col laborat ion.  
 I 'm confident  tha t  our  two countr ies  can jo in  together  in  a  
cooperat ive  spi r i t  tha t  wi l l  promote  the  development  of  ef f ic ient ,  
environmental ly  responsible  energy growth.   I  am proud that  such 
effor ts  are  underway in  West  Virginia  and Montana and a l l  the  coal  



 

 

producing s ta tes  and am hopeful  tha t  there  are  expansions  in  the  
future .   I  want  to  thank you again  for  having me here  today.  
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[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Joe Manchin,  Governor of  West  Virginia  
 

Good morning and thank you for this opportunity to address the U.S.-China Economic and Security Review 
Commission.  It is my pleasure to represent the state of West Virginia in these hearings and to assist the 
Commission in fulfilling its statutory mandate from Congress in Public Law 109-108.   
 
As this Nation’s second largest coal producing State, West Virginia has a paramount interest in the 
development of world energy supplies, joint research and development programs with other nations, and 
the implementation of new and innovative energy technologies that provide reliability, security and 
environmental responsibility.   
 
Because of its wide availability, versatility and reasonable cost, coal will prove to be of strategic 
importance to many developing countries in the future, including China.  For this reason, I am particularly 
pleased to offer my perspectives today. 
 
Globally, energy demand and the use of coal will continue with unprecedented growth for the next twenty-
five years.  A number of developing nations are leading this charge because the resource is available and 
inexpensive. Yet we will also see growth in developed nations as well.  Dramatic increases in coal use are 
projected in India, Russia, Japan, Indonesia and the United States.  Just four years ago, our global 
consumption of coal was 5.4 billion tons, or about 96 million tons per week.  By 2030, the planet will 
double its use of coal and we are expected to be using about 10.5 billion tons annually.   
 
China, in particular, is at the forefront of this demand. China’s population growth is anticipated to be at 1.5 
billion by 2020. As the world’s largest country (by population) grows, so will her appetite for resources. 
 
By 2020, the People’s Republic is expected to increase its coal production from 1.7 billion tons per day 
today to more than 3.2 billion tons per day.  The pressing needs for this growth in coal use will be in 
electricity, coal liquefaction and syngas. 
 
From an electricity perspective, the country’s electric generating capacity will double to 1000 gigawatts by 
2020.  Specifically, the Energy Information Administration of the U.S. Department of Energy has estimated 
that over 100,000 megawatts of coal-based power plants will be built in China between 2003 and 2010.  
Between 2010 and 2015, another 90,000 megawatts is forecasted to be built.   
 
Changes in the magnitude of China’s oil use also bear attention.  Just seven years ago, consumption was 4.9 
million barrels per day.  That figure is expected to jump to 14 million barrels per day in 2025, an increase 
of 189 per cent, which approximates the production capacity of Saudi Arabia.  Oil production in China 
already has peaked, so more than 9 million barrels per day will be imported.  This issue alone will impact 
the growth and development of mature and emerging economies throughout the world.   
 
These oil figures also impact coal use. Beijing already has announced an outlay of $20 billion for coal-to-
liquid facilities, where coal is converted for use as a liquid fuel. 
 
This unprecedented energy growth has obvious implications for world energy markets, security and the 
environment. For example, the International Energy Agency’s World Energy Outlook 2006 predicted that 
China would surpass the United States in CO2 emissions by 2009.   
 
In the face of these challenges, the question becomes: what can we do, collectively, to ensure mutually 



 

 

acceptable outcomes? 
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Surely, collaboration has a role. It is my belief that it is better to help manage a process than to watch from 
the sidelines. As such, in West Virginia, our policymakers, researchers and businesses have begun to work 
with their counterparts in China.   
 
Highlights of Several West Virginia Related Initiatives 
 
In West Virginia, individual collaborations are underway that seek to expand the role that technology can 
play in meeting both our, and China’s, energy goals. 
 
One area is energy efficient transformers. 
 
FCX Systems, Inc., located in Morgantown, West Virginia, has been selling Solid State Frequency 
Converters and Preconditioned Air Units to the aviation industry in China for over 14 years.  FCX power 
and cooling units allow aircraft to turn off their air processing units (APU), which consume expensive jet 
fuel.  The FCX equipment operates on utility power at a very high efficiency rate, which saves energy and 
also is extremely environmentally friendly.  The FCX units save energy and offer no pollution into the 
environment thus making them more efficient and environmentally friendly than using the aircraft APU or 
the former means of supplying power and air with diesel-powered equipment.  FCX has over 200 units in 
China at 15 airports.   
 
Another area is knowledge sharing in the emerging area of coal-to-liquids. 
 
West Virginia has activities in various stages of planning and design for coal-to-liquid facilities in the State.  
These build upon existing knowledge and technologies to produce substitute transportation fuels from coal 
and from a coal/biomass blend.  Much can be learned as the two countries explore common challenges of 
using their vast coal resources to fuel their transportation sector.   
 
For example, under the auspices of the U.S.-China Clean Energy Protocol, West Virginia University 
(WVU) has initiated a program of research with the Shenhua Group Corporation to study the economic and 
environmental impacts of deploying a 120,000 barrel per day coal-to-liquids plant in Shanxi Province in 
Inner Mongolia.  Based on China’s need for petroleum for its transportation sector, coal-to-liquids 
industries may be widely deployed in China in the future.  This research will be expanded to include a 
study of carbon sequestration associated with the potential emissions from the plant.  Carbon capture and 
storage will help to meet an overall goal of zero emissions for the plant. Success will also help China to 
develop better carbon management technologies for these emerging coal-to-liquids facilities.   

 
In addition, WVU is developing a U.S.-China Energy Center within the university’s National Research 
Center for Coal and Energy to coordinate energy related activities between the U.S. and China.  Initial 
efforts will focus on coal utilization, opportunities for U.S.-China cooperation in energy related issues, 
business opportunities for West Virginia firms, and training, education, and research programs for WVU 
and other universities and colleges in the state. 
 
The WVU-Shenhua activities and the U.S.-China Energy Center compose the current activities under 
Annex II of the U.S.-China Clean Energy Protocol.  These activities support higher level interactions 
between the governments. 
 
Carbon Management Opportunities 
 
The activities also provide a bridge into another area for collaboration, that of carbon management. 
 
It is important that all major coal consuming countries, China included, begin now to pursue carbon 



 

 

management options that address climate change, reduce greenhouse gases and provide energy reliability 
and security. 
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Reducing or offsetting carbon dioxide emissions is the primary objective of a new suite of technologies that 
are focused on carbon capture and storage.  Carbon dioxide can be captured directly from an industrial 
source and then concentrated into a nearly pure form which can be stored in geologic formations below the 
earth’s surface. Potential storage solutions include depleted oil and gas reservoirs, saline–filled formations 
or unmineable coal seams.  In addition, carbon dioxide can assist in enhanced oil recovery, enhanced coal 
bed methane recovery, or be fed to algae with the expanding biomass converted to biofuels.   
 
I believe China, and other nations, can learn from a series of innovative carbon sequestration 
demonstrations underway in the U.S. The U.S. Department of Energy (DOE) has formed a nationwide 
network of regional partnerships to help determine the best approaches for capturing and permanently 
storing greenhouse gases. The Regional Carbon Sequestration Partnerships (RCSPs) are 
government/industry efforts tasked with determining the most suitable technologies, regulations, and 
infrastructure needs for carbon capture, storage, and sequestration in different areas of the United States.  It 
is my pleasure to serve this year as Chairman of the Southern States Energy Board, a regional organization 
of 16 states and two territories.  The Southern States Energy Board serves as the lead organization for one 
of the partnerships, the Southeast Regional Carbon Sequestration Partnership. Additionally, the entire 
partnership program is managed by DOE’s National Energy Technology Laboratory in West Virginia.   
 
Grid Modernization 
 
Another area of opportunity for collaboration and lessons learned is that of electricity grid modernization. 
As I noted earlier, China is in the process of dramatically increasing its electric generating capacity. Smart 
choices in grid design and technology deployment can go a long way toward ensuring efficient, reliable and 
secure energy. 
 
This is the focus of the West Virginia-based National Energy Technology Laboratory’s Modern Grid 
Initiative. The initiative is working toward a framework that enables utilities, vendors, consumers, 
researchers and other stakeholders to form partnerships and overcome barriers to grid modernization. The 
initiative has accumulated valuable knowledge that could be shared with China, such as the need to design 
and install integrated communications and intelligence into the network from the beginning, because these 
technologies are the foundation for advanced automation, demand response measures and knowledge about 
grid operations.  
 
The initiative also supports demonstrations of key technologies that can serve as the foundation for an 
integrated, modern power grid. The first developmental field test is underway in West Virginia. In my state, 
Allegheny Energy is working with the U.S. Department of Energy and technology developer Augusta 
Systems to deploy Augusta’s sensor network infrastructure technologies within Allegheny’s distribution 
system.  This test bed circuit is being referred to as “the circuit of the future.”  These technologies will 
assist the grid by injecting distributed intelligence into the network; basically making the network smarter 
in terms of real-time remote monitoring and control.  
 
 
Closing 
 
There are surely lessons to be learned from these innovative technology deployments. 
 
Thank you very much for this opportunity to join the U.S.-China Economic & Security Review 
Commission to discuss these very important issues. I believe that issues of energy security and reliability, 
as well as of environmental impact, are among the most critical global issues. The methods with which 
China feeds its energy appetites will surely impact the United States.  
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I believe that we must be proactive in ensuring that China’s energy growth is undertaken in a manner that is 
acceptable to both nations.  There are numerous opportunities for knowledge sharing, technology transfer 
and collaboration.  
 
I am confident that our two countries can join together in a cooperative spirit that will resolve any 
differences and promote the development of efficient and environmentally responsible energy growth. I am 
proud that such efforts are underway in West Virginia and I am hopeful for their expansion in the future. 
 
Thank you. 

 
PANELVI:   Discuss ion,  Quest ions  and Answers  

 
 CHAIRMAN BARTHOLOMEW:  Thank you very  much to  both  of  
our  governors .   As  I  sa id ,  in  the  opening,  i t ' s  rea l ly  a  pr iv i lege  and an 
honor  for  us  to  have you here .   We hear  f rom al l  sor ts  of  wonderful  
exper ts  over  the  course  of  our  hear ings ,  but  i t ' s  par t icular ly  useful  to  
hear  f rom people  who are  having to  grapple  wi th  these  i ssues  on the  
ground and deal  wi th  the  consequences  for  thei r  s ta tes .  
 I  a lso want  to  acknowledge that  Governor  Manchin  postponed a  
t r ip  to  China  in  order  to  appear  here  today.   So we thank you very  
much.   We ' l l  do  some quest ions .   When I  ge t  to  my turn  to  ask  
quest ions ,  one  of  the  th ings  that  I 'd  be  very  in teres ted  in  hear ing f rom 
both  of  you is  a  l i t t le  b i t  of  d iscuss ion about  how you ident i fy  the  
oppor tuni t ies  in  China  to  work together  and what  k inds  of  th ings  you 
are  going to  do on th is  t r ip ,  which I  presume you wi l l  be  taking soon.  
 Thanks  very  much.   I 'm going to  turn  i t  over  to  Commiss ioner  
D 'Amato.  
 HEARING COCHAIR D'AMATO:  Thank you very  much,  Madam 
Chairman,  and thank both  Governor  Schwei tzer  and Governor  Manchin 
for  your  comments .  The purpose  of  th is  hear ing is  r ight  on point  wi th  
the  comments  tha t  you 've  made.   The purpose  of  the  hear ing is  to  t ry  
and ident i fy  in i t ia t ives  that  we can recommend to  the  Congress  for  
cooperat ive  programs wi th  the  Chinese  to  get  us  off  the  dime of  the  
urgent  s i tuat ion that  you por t ray  us  as  being in  as  a  nat ion.   The level  
of  urgency couldn ' t  be  h igher  in  our  judgment .  
 The second thing is  tha t  you both  come f rom a  p lace  tha t  says  
that  we have technologies  and the  potent ia l  to  ge t  ourse lves  out  of  th is  
i f  we put  our  mind to  i t .   I  have a  couple  quest ions  on 
recommendat ions  that  you ment ioned,  Governor  Schwei tzer ,  the  idea  of  
ident i fy ing the  need to  c lear  up  the  legal  regime and some of  these 
areas  that  we need to  ident i fy  so  we don ' t  have impediments  of  our  own 
to  get  the  sequest ra t ion,  new technologies ,  off  the  ground,  and I  would 
hope that  we could  work wi th  your  s taf f  to  ident i fy  some speci f ics  
about  what  tha t  k ind of  proposal  might  be  in  the  way of  legal  regimes 
so  we could  provide  that  recommendat ion to  the  appropr ia te  



 

 

commit tees  of  the  Congress .  
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 I  th ink we would  be  very ,  very open to  that  k ind of  a  quest ion 
and probably  most  members  of  Congress  have no idea  that  there 's  an  
open legal  i ssue  of  this  k ind that  might  get  in  the  way.    
 The second th ing is  yes terday we heard  from a  number  of  
tes t i f iers  f rom the  execut ive  branch about ,  and f rom our  laborator ies  
about  the  potent ia l  for  sequest ra t ion.   And our  ques t ion is  to  what  
extent  we can recommend the  most  aggress ive  kind of  range of  
sequest ra t ion and including coal- to- l iquefact ion technologies  for  
purposes  of  get t ing in to  the  energy bi l l ,  energy bi l l s  that  we ' re  going 
to  be  seeing.  
 Congress  i s  obviously  anxious  to  do some th ings .   They need 
some guidance and some recommendat ions ,  and i t  seems to  me that  we 
need to  be  more  aggress ive  on sequest ra t ion,  and I  wondered i f  you 
agree  wi th  that?  
 Yesterday,  we heard that  the  f i rs t  t ime we could  get  a  
commercia l ized faci l i ty  of  any kind in  the  sequest ra t ion area  would  be  
f ive  years  or  more  out  for  us .  
 My quest ion is ,  dur ing World  War  I I  when we needed a  U-2,  
between the  t ime that  we put  down on paper  the  need for  a  U-2 and the  
t ime that  a i rcraf t  took off  f rom the  runway,  I  bel ieve  i t  was  nine 
months .   So we 've  been able  in  the  pas t  when faced wi th  the  urgent  
s i tua t ion to  put  some technologies  on the  ground in  a  lo t  fas ter  fashion 
than we 're  hear ing.    
 So my ques t ion to  you is  what  i s  your  assessment?   Have you put  
together  your  bes t  k ind of  p lan for  how we would  most  aggress ively  
approach sequest ra t ion technologies  of  var ious  k inds  in  demonstra t ion 
projec ts?  
 MR.  SCHWEITZER:  Let  me jus t  say  that  Joe  ment ioned that  i f  
we wai t  unt i l  we have carbon sequest ra t ion/carbon capture  perfect ,  
we ' l l  never  bui ld  i t .  
 HEARING COCHAIR D'AMATO:  Yes .  
 MR.  SCHWEITZER:  Those  who would suggest  that  we ' re  a t  
leas t  2012 before  we can commercia l ize  carbon capture  need to  spend a  
l i t t le  b i t  more  t ime outs ide  of  Washington,  D.C. ,  and a  l i t t le  b i t  more  
about  where  we 're  ac tual ly  doing these  th ings .   The coal  gas i f ica t ion 
plant  in  Beulah,  Nor th  Dakota  that  was  completed in  1984 has  been 
piping pure  s t ream CO2 to  Weyburn,  Saskatchewan and pumping i t  
back into  thei r  o i l  f ie lds  for  some t ime.  
 So we are  captur ing carbon today in  enhanced oi l  recovery.   The 
di f ference  is  s imply th is :  f inancia l .   Those  who need CO2 in  the  o i l  
business  wi l l  pay 25 or  $30 a  ton for  i t .   Those  who are  producing CO2 
wi th no home for  the  CO2 in terms of  enhanced oi l  recovery  are 
probably  going to  pay somewhere  between 30 and $50 a  ton to  



 

 

pressur ize  the  CO2 and pump i t  into  some sa l ine  water  deep or  basa l t  
or  some l imestone or  some sa l t  domes.  
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 Joe  ment ioned that  there  are  regional  sequest ra t ion  s tudies ,  and 
we know in  Montana,  and we 've  a l ready ident i f ied ,  tha t  we could  
sequester  a l l  of  the  carbon dioxide  that  i s  being produced in  a  four-
s ta te  area  in  Montana.   We cal l  Montana the  "Treasure  Sta te ."   We 
thought  i t  was  the  Treasure  Sta te  because  we have,  of  course ,  gold  and 
pla t inum and pal ladium and copper  and oi l  and gas  and coal  and wind,  
but  as  i t  turns  out ,  we a lso  have some of  the  bes t  geology for  s tor ing 
carbon dioxide  because  God spent  about  s ix  days  wi th  the  res t  of  the  
world  and then when he  got  i t  r ight  came to  Montana.   So we can s tore  
the  carbon.   We can technical ly  s tore  the  carbon today,  but  Dr .  
Socolow was  s i t t ing  a t  one  of  these  tables  before  the  Senate  Finance 
Commit tee  a long wi th  mysel f ,  and he  was  asked th is  quest ion by 
Senator  Bunning--Dr .  Socolow,  who is  one of  the  leading author i t ies  in  
carbon capture  f rom Pr inceton--how much of  the  carbon dioxide  that  
we ' re  current ly  producing wi th  our  pulver ized coal  plants  in  America  
could  we s tore?   How much of  i t?    
 And he  sa id ,  wel l  the  shor t  answer  i s  a l l  of  i t ,  and a l l  of  i t  tha t  
we wi l l  produce  dur ing the  next  50  years .   The longer  answer  i s  we 
don ' t  know exact ly  where  and how deep,  and we don ' t  know where  i t  
wi l l  fa i l  and where  i t  wi l l  succeed.   
 And then the  ques t ion was  asked,  wel l ,  what  percent  of  i t  would  
succeed?  He sa id  once  again  the  short  answer  i s  I  be l ieve  tha t  we can 
keep 90 percent  of  i t  under  the  surface  for  10 ,000 years .   Wel l ,  90  
percent ,  as  we 'd  say in  Montana,  "a in ' t  bad."  
 MR.  MANCHIN:   I t  comes down to  money and the  s i tua t ion of  
we know we can do i t .   We know that  we can bui ld  the  coal - to- l iquids  
p lants .   I ' l l  g ive  you an example  of  what  we ' re  working on.   American 
Elect r ic  Power ,  AEP,  i s  the  larges t  power  producer  in  the  nat ion,  i s  in  
West  Virginia  r ight  now project ing to  bui ld  a  600 megawat t  gas i f ier ,  
coal  gas i f ica t ion plant ,  which is  the  newest  technology and the  
c leanest  technology of  producing e lec t r ic i ty .  
 The cos ts  have r i sen  ext remely  over  a  per iod of  t ime that  they 've  
been planning to  bui ld  th is ,  and wi th  that ,  they 've  a lso in  some of  thei r  
exis t ing plants ,  been exper iment ing wi th  sequest ra t ion.  
 So we know i t  can be  done.   But  when i t  comes down to  money,  
who pays  for  i t?   Do the  ra te  payers  pay for  i t  or  i s  i t  a  nat ional  
problem?  I f  i t ' s  a  nat ional  problem,  how do you spread the  cos t  out  on 
a  nat ional  bas is?  
 I f  i t ' s  a  ra te-based,  then does  American Elect r ic  take  a l l  i t s  ra te  
payers  and make them pay for  that?   Does  Al legheny Energy make 
them pay for  i t  or  do the  d i f ferent  energy companies  around the  
country  jus t  be  divvied out  to  thei r  ra te  payers?  



 

 

 Unt i l  they set t le  tha t  on  a  larger  i ssue  than what  we 're  deal ing 
wi th  r ight  now,  you ' re  not  going to  have any of  them forward.   Dur ing 
the  Clean Air  Act ,  they were  se l l ing credi ts ,  as  you recal l ,  and they 
used the  umbrel la  ef fec t .   So i f  a  u t i l i ty  company had ten  coal- f i red  
plants  and i t  was  under  th is  umbrel la ,  they 'd  take  some that  were  
c leaner  than the  others  and they would t rade  back and for th  to  s tay  
wi thin  the  umbrel la ,  i f  you would.  
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 What  had happened then is  we s tar ted  moving in to  phase  two of  
the  Clean Air  Act ;  they had to  s tar t  scrubbing,  paying a  lo t  of  money 
to  scrub.   We worked wi th  them through a  publ ic  service  commiss ion 
as  far  as  the  ra te  recovery ,  tha t  we had to  pass  the  ra tes  on.   Then they 
went  in to the  second phase ,  and now al l  the  plants  in  West  Virginia  
have what  we cal l  scrubbers ,  which is  by  using an  in ject ion  of  l ime to  
knock out  the  sul fur .   Now,  we come a long there 's  greenhouse  gases  
and carbon.   I t ' s  the  next  phase  that  we ' re  in to .  
 I t ' s  rea l ly  brought  everything to  a  hal t .   I f  i t  would be  
re t roact ive ,  where  do you th ink we 'd  be  as  a  nat ion i f  re t roact ively  
every plant  has  to  be  seques tered?   Wel l ,  you couldn ' t .   You 'd  shut  
down the  whole  nat ion.   We ' re  a t  tha t  point  i f  we don ' t  do  something,  
then we 're  going to  shut  down the  nat ion by 2030 anyway because  
we 're  not  going to  have  the  oi l  to  produce.  
 You 're  not  going to  be  able  to  afford  t r iple  dig i t  inf la t ion.   Every  
economist  wi l l  te l l  you by 2020,  2025,  i f  we cont inue th is  appet i te  that  
we have for  fore ign oi l ,  tha t  we ' l l  be  in  t r ip le  d igi t  inf la t ion,  and we ' l l  
not  be  able  to  compete  as  a  g lobal  power .  
 With  that  being sa id ,  we know that  we can do i t .   We know that  
we can perform and produce i t ,  but  unt i l  they grapple  on how they ' re  
going to  handle  the  f inancing of  i t ,  and tha t ' s  why we 're  saying that  the  
f inancia l  r i sk  can be  spread i f  there 's  going to  be  a  basel ine  that  we 
can work off  of .   I f  you th ink that  o i l  i s  going to  go below $40 a  barre l  
and sus ta in  that  any t ime soon wi th  the  r i s ing demand around the  
world ,  and especia l ly  with  China  coming on the  way they ' re  going to  
surpass  us  by 2029,  then we have oceanfront  proper ty  in  West  Virginia .   
 And so  what  we 're  asking is  a  rea l is t ic  approach to  how we 
handle  th is .   This  i s  a  problem that  a l l  have to  deal  wi th .  
 HEARING COCHAIR D'AMATO:   Thank you very  much,  
Governor .   We 'd  a lso  be  in teres ted in  working wi th  your  s taff  to  
ident i fy  the  k inds  of  incent ives  that  you th ink that  we ought  to  be  
recommending to  the  Congress  to  address  the  problem in  the  way that  
best  f i t s  i t  as  a  major  nat ional  problem.   I f  i t ' s  a  na t ional  problem,  i t  
demands a  nat ional  response .  
 MR.  MANCHIN:  Basica l ly  I 've  looked a t  i t ,  and Brian s ince  
we 've  been governors  together ,  we 've  ta lked about  th is  many t imes .   I f  
you look a t  the  one publ ic  pol icy  that ' s  been most  successful  in  the  



 

 

nat ion 's  h is tory ,  i t ' s  been feeding the  masses .   How have we been able  
to  feed the  masses?  We've  doubled our  popula t ion in  the  shor t  per iod 
of  t ime.   We 're  going to  add another  100 mi l l ion  people  in  the  next  20 
years ,  and yet  not  one  of  us  have gone to  the  grocery  s tore  and sa id  I 'm 
sorry ,  the  boat  d idn ' t  come in ,  there 's  no  food.  
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 We 've  been able  to  do i t ,  so  how do we work wi th  the  food 
indust ry ,  wi th  the  agr icul ture  indust ry ,  wi th  the  farmers?   How do we 
keep them al ive  dur ing the  Great  Depress ion and up through the  '50s  
and '60s?   I f  there 's  been a  pol icy  that  has  worked,  look a t  that  one and 
f ind out ,  and bas ical ly  i t  was  bases .   They put  basel ines  so  tha t  people  
would  cont inue to  produce.   We're  not  crea t ing those  incent ives  r ight  
now,  and I  don ' t  know why people  are  afra id  of  the  word subsidy.   I 'm 
not  looking for  a  subsidy.   I 'm looking for  an  amount  of  a  r i sk .   Give  
me a  low and a  h igh on the  r i sk  and I ' l l  ge t  the  people  to  par t ic ipate  
and put  the  money in .   Right  now i t ' s  an  unknown.  
 And then long- term contracts .   Unt i l  the  federa l  government  
s teps  forward-- i f  they give  our  l i t t le  s ta te  a  25-year  cont ract  to  
produce  Je t  A fuel ,  we ' l l  g ive  them al l  they want .   I  can ' t  do  i t  on  f ive  
years .   The economics  i s  not  there ,  but  a  25-year  contrac t  and give  me 
a  parameter ,  and I  guarantee  you we ' l l  beat  the  spread on what  you ' re  
deal ing  wi th r ight  now.  
 And we 've  been saying th is .   We 've  been ta lking to  the  Defense 
Department ,  but  someone has  got  to  s tep  to  the  p late .   I 'm commit ted  in  
my l i t t le  s ta te  of  West  Virginia  that  the  f i rs t  coal - to- l iquids  p lant  that  
we ' re  going to  bui ld ,  that  I 'm going to  be  the to ta l  take .   I ' l l  use  i t  for  
a l l  my school  buses .   I t  wi l l  be  what  we cal l  c lean diese l .   I t  wi l l  be  a  
much bet ter  diese l  than what  we ' re  producing r ight  now from 
petroleum,  and we ' l l  use  i t  in  a l l  of  our  school  buses .  
 We ' l l  use  i t  in  a l l  of  our  h ighway depar tment  vehic les  and we ' l l  
have 25 to  35 percent  avai lable  for  the  publ ic  use ,  but  I 've  got  to  
guarantee the  take f rom that  in  order  to  f inancia l ly  make the  project  
work.   The federa l  government  needs  to  s tep  to  the  pla te ,  too.  
 HEARING COCHAIR D'AMATO:   Thank you very  much,  
Governor .   Governor .  
 MR.  SCHWEITZER:  In  terms of  publ ic  pol icy ,  Congress  i s  
consider ing the  energy bi l l  r ight  now,  and one of  the  th ings  that  they ' re  
consider ing is  the  product ion tax  credi t  that  they 've  been offer ing to 
b iofuels  and other  a l ternat ive sources .   This  i s  what 's  very  in teres t ing.  
 I f  we s tar ted  today,  i f  one  of  these  deals  tha t  Joe  i s  working on 
or  we ' re  working on in  Montana of  coal  l iquefact ion,  we ' re  put t ing 
consor t iums together  wi th off- take agreements ,  wi th  f inancing,  wi th  
technology companies ,  wi th  coal  companies ,  to  bui ld  p lants  that  
produce 20 to  80,000 barre ls  of  l iquid  fuels ,  u l t ra-c lean diesel  and JP-
8 avia t ion fuel ,  i f  we s tar ted  today,  i f  we s tar ted  pour ing concrete  and 



 

 

put t ing s tee l  in  the  ground,  none of  them would be  done before  2013.  
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 These are  minimum of  two to  $5 bi l l ion projects .   They are  
engineer ing marvels .   And yet  Congress  i s  cons ider ing extending the  
product ion tax  credi t  of  50 cents  to  a l ternat ive  fuels  a l l  the  way to  
2010.   Congress  needs  to  be  rea l is t ic  and say the  t ime f rame on these  
a l ternat ive  fuels ,  coal - to- l iquids ,  there  wi l l  be  no product ion before  
2013.  
 So the  product ion tax  credi t  should  s tar t  in  2013,  2014,  and 
extend to  2020 i f  we are  going to  encourage coal  l iquefact ion.   Joe  has  
ta lked about  a  minimum pr ice .   Look,  we import  four  b i l l ion  barre ls  of  
o i l  every  year .   We consume 6 .5  b i l l ion barre ls ,  and I  bel ieve  that  
we ' re  going to  be  able  to  produce about  2 .5  b i l l ion  barre ls .   Montana 
and North  Dakota  are  the  only  s ta tes  that  increased our  o i l  product ion 
dur ing the  las t  year ,  and we 're  f inding some great  oi l  reserves ,  but  i t  
means  that ' s  2 .5  b i l l ion  barre ls .  
 So le t ' s  do  a  l i t t le  math  together .   There 's  a  four  bi l l ion barre l  
problem we have.   I f  we conver ted every s ingle  acre  of  corn and wheat  
and soybeans  that  we expor t  in  this  country ,  we could  produce a  grand 
to ta l  of  one bi l l ion  barre ls  of  b iofuels .   That ' s  i t .   I 'm an agronomis t .   
That ' s  the  k ind of  math  I  can do.  
 So tha t  s t i l l  leaves  a  three  b i l l ion  barre l  problem.   Now,  i f  we  
decrease  our  consumpt ion by a  b i l l ion  barre ls  and we can do that - -
maybe some of  you are  economis ts .   You 've  got  an  economis t  here?   I  
wouldn ' t  admit  i t  e i ther .   So an  economist  would  say,  wel l ,  Br ian ,  i f  
you asked us  to  decrease  our  consumpt ion of  o i l  in  th is  country  by one 
bi l l ion barre ls ,  why i t  wi l l  send us  in to  a  recess ion because  everyone 
knows that  you measure  the  s t rength  and weal th  of  an economy by how 
much you consume,  how much oi l  you consume.  
 Not  so  fas t .   From 1975 to  1983,  the  las t  t ime we had a  cr is is ,  we  
decreased our  consumption of  o i l  by  pret ty  c lose  to  a  bi l l ion barre ls .   
So I  th ink we can do i t  and I 'm doing my par t .   My wife  and  t raded off  
our  Montana Cadi l lac--wheel  dr ive  Suburban--and we bought  a  l i t t le  
d iesel  car  and we run i t  100 percent  on  biodiesel .  
 I 've  got  farmers  and high school  k ids  and col leges  a l l  over  
Montana making biodiesel .   Everywhere  I  go,  somebody comes up and 
gives  me two or  three  gal lon  jug  of  thei r  local  hootch.   I  take  i t  home,  
dump i t  in to  tha t  biodiese l  car ,  and some of  i t ' s  ye l low,  some of  i t ' s  
whi te ,  some has  got  f loat ies in  i t ,  but  i t  a l l  works .  
 I  dr ive  a  p ickup that  runs  on diese l  and i t ' s  a  coal - to- l iquid  so  
I 'm personal ly  off  o i l .   How have you done dur ing the  las t  week?  So 
we can decrease  our  consumption by a  b i l l ion  barre ls .   Now we s t i l l  
have  a  two bi l l ion  barre l  problem.  
 Now,  look,  I 've  a l ready asked you to  suspend a l l  expor t  of  food.   
That ' s  the  b iofuels  por t ion.   I 've  a l ready asked you to  decrease  



 

 

consumpt ion a t  a  ra te  that  we 've  only  done one other  t ime in  the  
his tory  of  th is  country ,  and we 're  s t i l l  two bi l l ion  barrels  shor t .   So 
unless ,  unless  you 've  got  a  bet ter  p lan ,  we ' re  going to  have to  go to  our  
ace  in  the  hole ,  and i t ' s  coal .  

 

 
 
 
  

- 186 -

 

 Now,  we cannot  develop these  coal  resources  wi thout  some kind 
of  guarantees  on a  base  pr ice  because  I 'm going to  te l l  you,  and a lmost  
everybody in  th is  room is  going to  d isagree  wi th  me,  but  I  have  been in 
the  commodi t ies  bus iness  my whole  l i fe ,  so  has  my fa ther  and my 
grandparents  before  them,  and the  pr ice  of  o i l  wi l l  drop below $40 a  
barre l .   I t  might  make  i t  be low $30 a  barre l .  
 You can ' t  f igure  out  how that  could  happen.   We couldn ' t  f igure  
out  how i t  made i t  to  $9 a  barre l  in  the  '90s  or  how i t  made i t  a l l  the  
way down to  $2 a  barre l  af ter  World  War  I I .   But  i t  wi l l ,  and I  don ' t  
know al l  of  the  events ,  but  that ' s  the  commodi ty  business .  
 The fo lks  who f inance  these  projects  on Wal l  St ree t ,  and I 've  
been back there  on my hands  and knees-- I  know how this  works-- they 
have the  money because  they don ' t  l ike  to  take  r i sk .   They l ike  to  shoot  
f i sh  in  a  barre l .   They ' re  not  going to  be  in  the  commodi ty  business ,  
but  i f  th is  government  says  i f  i t ' s  a  domest ica l ly  produced fuel ,  i f  you 
grow i t  or  b low i t  or  d ig  i t  or  dr i l l  i t ,  the  minimum pr ice  wi l l  be  $40 a  
barre l ,  you wi l l  unleash tha t  capi ta l  to  invest  in  a l l  of  these  
technologies .  
 We have the  capabi l i t ies ,  but  we need Congress  to  jus t  get  us  
s tar ted ,  develop the  carbon sequest ra t ion law,  develop a  minimum 
pr ice  s tandard for  a l l  domest ica l ly  produced fuels .   I f  we do that ,  you 
wi l l  unleash the  greates t  inves tment  and technologic  gains  in  the  
h is tory  of  th is  country .   
 HEARING COCHAIR D'AMATO:   Thank you very  much,  
Governor .   Vice  Chairman Blumenthal .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you both  very  much 
for  coming here  and for  your  very  in teres t ing tes t imony and very  
in terest ing  work on these  topics .  
 I  have  a  ques t ion re lated  to  China  and how they would f i t  into 
some of  these  plans .   Governor  Schwei tzer  ment ioned the  di f f icul t ies  
of  the  legal  regime here  in  the  Uni ted  States .   When we ' re  deal ing wi th 
China ,  we ' re  deal ing wi th  a  much more  compl ica ted s i tuat ion  in  terms 
of  the  legal  regime or  lack thereof .  
 We have a  pre t ty  good idea  of  who owns the  land,  poss ib ly  who 
owns the  minerals ,  but  then we have  other  quest ions ,  we ' re  s tar t ing 
f rom a  crawl  mode when i t  comes to  China  in  tha t  sense .   We 're  so far  
ahead,  wi th  a l l  our  problems,  we ' re  so  far  ahead,  and I 'm wonder ing 
how we deal  wi th  that  aspect  of  things  in  terms of  cooperat ing wi th 
China?   There 's  IPR issues  obviously.   There  i s  ge t t ing  them to  sor t  out  
these  sor ts  of  th ings  that  we 've  been a t  for  a  couple  of  hundreds  of  
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 And then there  i s  th is  i ssue of  the  Chinese  pr ior i t ies .   We 're  in  a  
s i tuat ion  r ight  now where  we are  a  very  weal thy country  and can afford  
to  s tar t  to  take  on some of  these  i ssues .   The Chinese  are  in  a  s i tua t ion 
where  they ' re  th inking very  much about  keeping people  employed,  
unemployment ,  keeping the  middle  c lass  happy wi th  automobi les .  
 We ' re  very  di f ferent ly  s i tuated,  and so  I  would  th ink i t  would  be  
very  di f f icul t  on  some of  these  cooperat ive  programs.    
 A re la ted  quest ion or  comment  i s  th is  ques t ion  of  energy 
independence.   Let ' s  say  that  we actual ly  achieve  energy independence,  
and I  unders tand a l l  the  nat ional  secur i ty  arguments  for  that .   But ,  I 'm 
not  an  economis t ,  but  the  economics  of  i t  would  mean probably  the  
pr ice  goes  down for  o i l  and pet roleum i f  the  U.S.  gets  tha t  out  of  the  
market .  I t  becomes much more  a t t ract ive  for- - the  res t  of  the  world  has  
to  become energy independent ,  too .   The oi l  producing s ta tes  that ,  as  
you ment ioned,  Governor  Manchin ,  are  problemat ic  for  us  would s t i l l  
be  producing the  oi l  i f  o ther  countr ies  such as  China  decided to  buy 
them.  
 So we might  solve  our  problem maybe,  but  i t  doesn ' t  ge t  to  the  
i ssue  of  the  key issue  which I  th ink you touched on,  which is  that  these  
oi l  producing s ta tes  would  s t i l l  be  able  to  se l l  to  o ther  countr ies  a t  
possib ly  a  more  a t t rac t ive  pr ice .   So anyway,  those  are  sor t  of  the  four  
observat ions  I 've  had on what  you 've  sa id  even i f  we do achieve  our  
own plans  here .  
 MR.  MANCHIN:  China  is  bui ld ing.   They ' re  not  wai t ing for  us .   
They can ' t  a f ford  to  wai t  for  us .   Now,  we can ei ther  work wi th  them or  
s i t  back and watch what  they do,  and I  th ink what  we ' re  doing now is  
we 're  interac t ing.   I 'm going over  to  Shanxi  Province where  they ' re  
large coal  producers  l ike  the  s ta te  of  West  Virginia ,  and the  type  of  
mines  that  we have  in  West  Virginia  are  the  same as  what  they ' re  
mining there .  
 So a  lo t  of  our  people  f rom West  Virginia  are  a l ready se l l ing  an 
awful  lo t  of  the  product  and us ing a  lo t  of  the  technology.   They are  so  
in teres ted in  working,  but  they know they have to  produce the  energy 
and they ' re  going to  produce-- thei r  coal  product ion is  going to  
increase .   We know that .   They ' re  projected to  go up over  to  f rom 1.7  
to  3 .2  mil l ion  tons  per  day in  product ion by 2020.   Their  demand for  
o i l  i s  growing a t  jus t  leaps  and bounds .   So wi th a l l  that  being said  of  
how we 're  going to  work wi th  them,  are  they put t ing as  h igh a  value  on 
sequester ing as  we are?   I  don ' t  th ink so  a t  this  point .  
 Could  we learn an awful  lo t  by  them being so advanced as  far  as  
thei r  t ime schedule  of  bui ld ing these  p lants?   I  th ink that  we can learn  
a  t remendous  amount .   Could  we work in  a  jo in t  venture  seques ter ing 
to  see  how i t  does  work i f  there 's  some answers  in  i t  tha t  we are  



 

 

looking for  before  we move forward?   I  be l ieve so.   And those  are  the  
th ings  we 're  going to  explore  to  see  what  type  of  re lat ionships  we can 
bui ld .   But- -  
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 VICE CHAIRMAN BLUMENTHAL:  Wouldn ' t  we be  put t ing 
incent ives  in  p lace  i f  we became energy independent  for  the  Chinese  or  
the  Indians  to  be  buying oi l  and pet roleum at  lower  pr ices?  
 MR.  MANCHIN:   I  th ink you ' re  going to  be  deple t ing the  o i l  
suppl ies .   Everyone has  told  me that  over  the  next  20 to  30 years ,  our  
o i l  suppl ies  are  going to  be  deple ted t remendously.   With  tha t ,  then 
supply  and demand wi l l  work on that .   In  South  Afr ica  and Sasol  
became energy independent ,  i t  never  changed a  whole  lot  of  the  world  
markets ,  and I  th ink in  th is  country  we 're  a lways  going to  have oi l  
producing s ta tes  I  would  l ike  to  say  for  the  far  fu ture .   And we 're  
ta lk ing about  that  being par t  of  the  energy independence.  
 Every  s ta te  should  look a t  i t s  reserve  base  r ight  now and how can 
the  s ta te  of  West  Virginia  or  Montana be  energy independent  by 2030? 
Let ' s  say  that  we reach an independency of  150 percent ,  and then we 
can help another  s ta te  that  only  gets  to  60 or  70 percent .   I  th ink 
J immy Car ter  in  1976 sa id  we 'd  be  energy independent  by 2000.   
Where  do you th ink we 'd  be  today i f  that  would have happened?  
 I  don ' t  th ink that  we would  be  a t  $3 .20 or  50 cents  a  gal lon,  but  
i t  would  s t i l l  be  increased over  what  i t  was  in  1976,  I 'm sure  of  tha t .   
What  happened,  the  market  fe l l  off  in  the  '80s ,  adminis t ra t ions  
changed,  pr ior i t ies  changed,  d i rec t ions changed,  and we have what  we 
have today.  
 I  don ' t  th ink we can wai t  and be  s i t t ing here  a t  2025 saying,  oh,  
we sure  in tended to  be  energy independent  by 2030,  but  we jus t  d idn ' t  
ge t  i t  accompl ished.   I  don ' t  th ink you can af ford  that .  
 MR.  SCHWEITZER:  Let  me jus t  suggest  to  you that  ac tual ly  for  
bet ter ,  for  worse ,  China  i s  cent ra l ly  p lanned.   And they can move  
fas ter  than we do.   We have the  greates t  sys tem in  the  world ,  but  we 
usual ly  move pre t ty  s low here  in  Washington,  D.C.   China can decide  
th is  i s  the  di rect ion we 're  going and a  couple  dozen people  can say that  
i s  the  d i rec t ion we 're  going,  and they can do th ings  l ike  they ' re  doing 
r ight  now,  which is  bui ld ing coal - to- l iquid  plants  wi th  Sasol  and Shel l  
Oi l  technology in  China  today.  
 As  to  the  legal  regime,  I  th ink China  i s  probably  in  a  bet ter  
c i rcumstance  than we are  because  i t ' s  cent ra l ly  owned.   So they can 
s imply  say we shal l  put  CO2 here  and we shal l  de l iver  the  coal  f rom 
there .   So they can ac tual ly  move a  l i t t le  fas ter  than us ,  but  when we 
look a t  the  o i l  market  as  we go forward,  I  absolute ly  agree  wi th  you.   
I f  the  Uni ted  States  produces  a l l  of  our  l iquid  fuels  domest ica l ly  and 
China  does  and India  does ,  and other  countr ies  do,  wel l ,  then we ' l l  be  
awash in  o i l .   That  would  be  the  theory  and the  pr ice  of  o i l  could  drop 
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 I  bel ieve  that  to  be t rue  for  a  shor t  per iod of  t ime.   The problem 
that  we have r ight  now is ,  as  we look a t  the  consumpt ion curve ,  in  
China ,  .8  percent  of  the  people  there  own a  car .   They ' re  going to  get  
to  two percent  and then f ive  percent  and then ten  percent ,  and India  i s  
going to  get  there  as  wel l ,  and Bangladesh,  and the  res t  of  the  wor ld  i s  
moving very  rapidly  in  thei r  abi l i ty  to  consume oi l .  
 So even i f  the  indust r ia l ized countr ies  of  the  world  that  have 
resources  l ike  coal  and biofuels ,  as  we decrease  our  consumpt ion of  
o i l ,  you can bet  your  bot tom dol lar  that  the  th i rd  world  i s  going to  
cont inue  to  increase  the i r  consumpt ion of  o i l  a t  a  fas ter  ra te  than the  
o i l -producing countr ies  can produce i t .  
 So I 'm opt imis t ic  tha t  the  pr ice  of  oi l  wi l l  s tay wel l  above $40 a  
barre l  for  most  of  the  next  20 years .  
 HEARING COCHAIR D'AMATO:  Can we go to  a  second round?  
 VICE CHAIRMAN BLUMENTHAL:  Sure .  
 HEARING COCHAIR D'AMATO:  Commiss ioner  Videnieks .  
 HEARING COCHAIR VIDENIEKS:   You both  ment ioned the  
urgency of  the  mat ter .   We had tes t imony yes terday f rom a  lady f rom 
Lawrence Livermore  Nat ional  Laboratory ,  and she  ment ioned,  ac tual ly  
s tuck pret ty  hard  to  the  sequest ra t ion t ime f rame as  being ten  years .   
Then underground gas i f ica t ion of  coal ,  she  was  a  l i t t le  b i t  more  
opt imis t ic  there  saying maybe f ive  to  ten  years .  
 Recogniz ing we 're  not  as  ef f ic ient  as  an  autocra t ic  government ,  
and we do have these  legal  problems,  what  could  we recommend to  
Congress ,  the  Commiss ion,  how to  accelera te  th is  process?   I  
unders tand the  r isk  factor .   Subsidies  may not  be  a  good word,  but  
someone has  to  maybe come up wi th  government  guarantees .  
 Maybe both  you governors  could  come up with  some 
recommendat ions  to  us  we should  recommend to  Congress .  
 MR.  MANCHIN:   I  can see  two,  jus t  two very  s imply.   The f i rs t  
i s  the  f inancial  end of  i t .   F inancia l ly ,  there  has  to  be a  base  to  work 
off  of  or  the  f inancia l  world  wi l l  not  engage.   And there 's  not  a  s ta te  
nor  the  federa l  government  going to  take  the  f ront-end r isk  on th is .   So 
you have to  engage the  capi ta l  of  th is  country  and around the  world  in  
order  to  get  in  th is  venture .  
 Second is  that  this  federa l  government  has  to  change i t s  pol icy 
towards  long- term contracts  wi th  v iable  a l ternat ive energy and 
domest ica l ly  produced.   I t  could  only  be  a  percentage.   I t  doesn ' t  have 
to  be  the  whole  bal l  of  wax in  one arena,  but  bas ical ly  what  they could  
do is  say  that  we ' re  going to  put  20 percent  of  our  consumption out  for  
long- term contracts  based on a  v iable  energy produced in  th is  country ,  
and they can ident i fy  the  v iable  energies  tha t  can be  used,  whether  i t ' s  
e thanol  b iofuels  or  coal - to- l iquids .  



 

 

 They 've  a l ready tes ted  coal - to- l iquids  in  the  B-52 bomber  and 
i t ' s  worked very  wel l .   They know that  wi l l  work.   So they ' re  doing a l l  
th is ,  but  unt i l  they change thei r  polic ies ,  you ' re  not  going to  have 
anyone again  in  the  f inancia l  arena  taking the  r i sk .   And you won ' t  
have a  pr ivate  developer  or  a  s ta te  s tand on the  f ront  end of  th is  that  
would  be  able  to  afford  to  do i t .  
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 So unt i l  those  two th ings  happen,  and whether  they cal l  i t  a  
subsidy or  not ,  i t ' s  bas ical ly  se t t ing  a  basel ine ,  and a  subsidy bas is  i s  
when you subsidize  somebody not  to  do anything.  We're  saying to  se t  a  
debi t  and credi t .   I f  i t  fa l l s  below pr ices ,  we don ' t  be l ieve  i t  wi l l  
sus ta in  a  low pr ice ,  but  they could  ar t i f ic ia l ly  dr ive  i t  lower .  
 I f  the  wor ld  market  dr ives  the  o i l  pr ices  lower  ar t i f ic ia l ly  to  
d isrupt  the  f inancia l  markets ,  i f  you wi l l ,  then I  unders tood in  the  '80s  
that ' s  pret ty  much what  was  the  doom on the  coal - to- l iquids  in  that  
per iod.   With  that  being sa id ,  we could  rea l ly  sol id i fy .  
 MR.  SCHWEITZER:  Here ' s  the  greates t  chal lenge.   I f  you  
consider  a l l  of  the  CO2 we ' re  put t ing in to  the  a tmosphere  today,  and 
you wanted to  create  some kind of  an  incent ive  p lan  to  get  tha t  CO2 
placed beneath  the  surface ,  a t  $30 a  ton,  and that ' s  k ind of  a  wag tha t  
people  are  us ing for  the  cos t  of  sequester ing that  carbon,  my math  
shows that ' s  p lus  or  minus  $12 t r i l l ion  a  year .  
 Now,  I  bel ieve  that  wi th  t ime,  wi th  research,  we wi l l  f ind ways  
of  put t ing carbon beneath  the  surface ,  sequester ing i t  in  some way 
cheaper  than $30 a  ton,  because  s imply s ta ted ,  we can ' t  remove $12 
t r i l l ion  f rom our  economy every  year  for  the  next  20 years  and be  
compet i t ive  wi th  the  res t  of  the  world .  
 There  are  a  few things that  we 've  got  to  do r ight  now.   Now,  I  
unders tand people  are  saying we 've  got  to  move fas t ;  I 'm one of  them.   
But  how about  i f  we s tar t  the  new faci l i t ies  that  we produce in  th is  
country  sequester ing the  carbon dioxide?   People  are  ta lk ing about  cold  
ammonia  t rea tment  of  exis t ing pulver ized coal  p lants  so that  you can 
remove the  carbon dioxide  as  a  l iquid  and sequester  i t .   That ' s  not  30 
bucks  a  ton.   Near  as  we can te l l ,  tha t  could  be  100,  more .    How about  
i f  we incent iv ize  a l l  new product ion,  a l l  new product ion,  to  carbon 
capture ,  and le t ' s  s tar t  in  places  where  you can carbon capture  wi th 
enhanced oi l  recovery  because  now you have a  double  win.   You 
increase  domest ic  o i l  product ion and you 're  s tor ing,  captur ing carbon 
in  those  geologic  zones .  
 Now,  there  are  those  who would give up the  good for  the  perfec t .   
They say but  enhanced oi l  recovery only  captures  65 percent .   We want  
to  s tore  90 percent .   Wel l ,  s imply s ta ted  today,  we don ' t  have the  
technology to  assure  tha t  we can get  to  90 percent .    
 So se t  a  s tandard  a t  65  percent ,  and I  can assure  you there  would 
be  a  dozen of  these  p lants  bui l t  and al l  of  that  CO2 would make i t  to  



 

 

enhanced oi l  recovery .   Let ' s  ge t  s tar ted.   Because i f  we wai t  for  the  
perfec t ,  we ' l l  lose .  
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 HEARING COCHAIR VIDENIEKS:   Okay.   So bas ica l ly  I  guess  
a  ten-year  t ime frame,  the  wi tness  ac tual ly  ment ioned the  l iabi l i ty  
problem,  the  possibi l i ty  of  the  CO2 migrat ing to  water  suppl ies ,  maybe 
escaping back up,  and there  i s ,  I  th ink you ment ioned a  l iabi l i ty  i ssue  
that ' s  not  resolved.   The legal  par t ,  I  guess ,  Congress  can move quickly  
on.  
 But  a lso  she  tes t i f ied  that  the  scale  of  the  p lants  be ing developed 
a t  the  commercia l  sca le  i s  huge because  the  pressures  cannot  be  
crea ted  in  smal l  sca le  s i tua t ions .   So I  would  guess  a  ten-year  number  
i s  a ,  maybe not  a  good number  but  a  rea l is t ic  number .  
 MR.  SCHWEITZER:  I t ' s  a  mark on the  wal l .  I t ' s  a  p lace  to  
begin .   I 'm a  sc ient is t .   I 'm involved in  these  things .   I 'm watching the  
development  of  publ ic  pol icy ,  and I 'd  be  surpr ised i f  we ten  years  f rom 
now had even completed the  publ ic  pol icy ,  le t  a lone the  
commercia l iza t ion of  these  projec ts .  
 HEARING COCHAIR D'AMATO:  Thank you.   Thank you.   
Chairman Bar tholomew.    
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you again  to  our  wi tnesses  for  taking t ime out  of  the i r  busy and 
important  work in  order  to  appear  before  us .  
 Two quest ions  on my end.   One is  can you ta lk  to  me about  how 
you ident i f ied  the  business  oppor tuni t ies  that  companies  in  your  s ta tes  
are  doing wi th  China?   Are  you get t ing the  kind of  ass is tance  f rom the  
federa l  government  that  you need to  be  get t ing  in  order  to  fu l ly  
ident i fy  and take  to  f ru i t ion the  oppor tuni t ies?   Are  the  oppor tuni t ies  
be ing ident i f ied by individual  businesses?   How does  tha t  process  
work?  
 And then the  second quest ion is  as  you look to  the  economic 
future  of  your  individual  s ta tes  in  terms of  oppor tuni t ies  wi th  China ,  
are  more  of  the  oppor tuni t ies  going to  come f rom sales  of  coal  or  sa les  
of  coal - re la ted  technology? 
 MR.  MANCHIN:  In  West  Virginia ,  we do the  same type  of  
mining,  which is  deep mining,  underground mining,  that  they ' re  doing 
in  most  of  China  where  most  of  the i r  product ion is  coming f rom.   So 
wi th  that ,  our  people  in  West  Virginia ,  the  manufacturers ,  whether  i t  
be  the  conveyers ,  whether  i t  be  the  prep plants ,  whether  i t  be  the 
machinery ,  whatever  i t  takes .   We 've  been doing th is  for  qui te  some 
t ime so  i t  was  a  great  oppor tuni ty  wi th  the  t rade  pol ic ies .   But  
basical ly  le t  the  pr ivate  sector  go over  and determine how thei r  
re la t ionships  are  going to  be .   So we have people  that  are  over  there  
tha t  are  se l l ing  equipment ,  tha t  are  bas ical ly  t ra in ing Chinese  as  far  as  
in  the  use  of  equipment .  



 

 

 They are  a lso  doing manufactur ing,  whether  i t  be  manufactur ing 
here  and assembly there ,  or  v ice  versa .   They can do that .   They ' re  a lso 
in  jo in t  ventures  of  mining.   So we have West  Virginia  companies  tha t  
have been his tor ica l ly  mining companies ,  they are  now mining in  China  
or  in  a  col laborat ion wi th  the  Chinese  government  or  tha t  province  i f  
you wi l l .  
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 So there 's  a  great  col laborat ion.   I  jus t  enter ta ined a  group 
yesterday tha t  came to  West  Virginia  and I ' l l  be  going to  the  coal  show 
in  November .   China  i s  very  ser ious  about  coal  and the  coal  product ion 
and the  resources  they have and how they ' re  going to  use  i t  for  the  
development  of  the i r  country .  
 We can learn  an  awful  lo t ,  but  i t ' s  a lso  an  economic oppor tuni ty  
for  a  s ta te  l ike  ours  who does  a  lo t  of  the  machine  work and the  
technical  end.  
 CHAIRMAN BARTHOLOMEW:  Governor  Schwei tzer .  
 MR.  SCHWEITZER:  Wel l ,  the  short  answer  i s  tha t  i t  wi l l  be  
coal  technology,  not  coal  sa les ,  because  China  is  a l ready a  net  expor ter  
of  coal .   They import  some coal  and they expor t  some coal ,  but  
f rankly ,  they ' re  large  coal  producers ,  they ' l l  cont inue to  be  so ,  and 
they wi l l  be  expor ters  of  coal  for  the  foreseeable  future .  
 As  to  commercia l iz ing business  oppor tuni t ies  and ass is tance  
f rom the  federa l  government ,  I  th ink that  once  again i t ' s  s ta tes  and 
pr ivate  business  who jus t  take  the  lead here ,  and f rankly  China has  
taken the lead themselves .   They are  the  ones  who are  recogniz ing that  
they have an energy cr is is .   They recognize  that  coal  i s  going to  be  
par t  of  the i r  fu ture ,  and so they 've  been reaching out  to  the  world 's  
technology companies ,  whether  tha t  be  Shel l  or  Genera l  Elec t r ic  or  
Sasol  or  RENTEC,  and they have been put t ing par tnerships  together  to  
bui ld  coal  gas i f ica t ion and l iquefact ion in  China .  
 Where  does  i t  a l l  end?   I  don ' t  know.   With  centra l  p lanning,  
somet imes  the  resul t  i s  spectacular  and somet imes  not  so  much,  but  we 
can see  that  they have a  des i re  to  produce domest ic  energy,  new 
technologies  us ing coal ,  and we have companies  that  are  on the  
forefront  in  developing that  technology.  
 So there  i s  a  desi re  for  commercia l iza t ion of  new technologies  in  
China ,  and apparent ly  they 're  wi l l ing  to  do some of  those  sor t  of  
exper imenta l  commercia l iza t ions  that  we ' re  not .   So as  i t  turns  out ,  we 
may actual ly  be  going to  China  to  see  how i t  worked out  and not  the  
o ther  way around.  
 MR.  MANCHIN:   The World  Energy Out look for  2006 predic ted  
that  China  would  surpass  CO2 emiss ions  of  the  Uni ted  Sta tes  by 2009.   
That  took us  a  long t ime to  get  where  we are  today,  and they ' re  going 
to  surpass  us  in  a  very  shor t  per iod of  t ime.   But  they ' re  not  going to  
s low down on the  bui ld ing of  energy.  



 

 

 CHAIRMAN BARTHOLOMEW:  Do your  companies  have the  
same kinds  of  fears  tha t  companies  in  o ther  sectors  of  our  economy 
have,  tha t  they ' re  developing the technology and the Chinese  are  e i ther  
s tea l ing the  technology or  they ' re  sor t  of  a  forced technology t ransfer?   
are  the  oppor tuni t ies  going to  cont inue  to  be  there  for  the  companies  in  
West  Virginia  and in  Montana  that  are  developing the  technology to  
cont inue to  developing technology here ,  and what  about  the  
manufactur ing of  the  equipment?  
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 MR.  MANCHIN:  The th ing that  I  was  encouraged about  
yesterday because  wi th  the  t ragedies  we 've  had in  the  mining indust ry  
in  West  Virginia  in  the  las t  year ,  we 've  rea l ly  accelera ted  our  mine 
safe ty laws and rules .   We 're  about  two years  ahead of  the  federa l  
government ,  and we 're  implement ing th is  month some of  the  far -
reaching advances  of  keeping our  miners  safe .  
 I  spoke to  our  Chinese  delegat ion yes terday and they were  
in teres ted ,  very  much so ,  which was  very  encouraging,  so  when we go 
there  we ' re  taking our  legis la t ion  wi th  us  and showing them al l  the  new 
technology that ' s  working for  underground chambers  and a lso  t racking 
devices  so  we can make sure  we can keep our  miners  safe .  
 So wi th  those  type  of  technologies there ,  and the  need to  be  able 
to  mine  coal  in  a  much safer  environment ,  but  a lso  the  technologies ,  I  
have not  heard  the  concerns  f rom our  companies  tha t  they have  s to le  
our  la tes t  and greates t  technology.  I t ' s  bas ica l ly  a  col laborat ive  shar ing 
of  i t ,  and they ' re  developing a t  such rapid  ra tes  they ' re  going to  
increase  the i r  product ion f rom 1.7  mi l l ion  a  day to  3 .2  by 2020.   That 's  
a  t remendous  technology advancement  that ' s  going to  be  garnered in  
order  for  that  to  happen.   You can ' t  do  i t  wi th  what  we 're  doing today.  
 I t  wi l l  be  the  same as  happened in  th is  country in  the  '40s  and 
'50s .   We had hundreds  of  thousands of  people  working in  the  coal  
indust ry  in  the  s ta te  of  West  Virginia .   Now,  we have a  few thousand 
but  we ' re  producing more  coal  than ever  wi th  technology.   I t  wi l l  be  
the  same.   And i t  wi l l  depend on the  to ta l  col laborat ion.  
 CHAIRMAN BARTHOLOMEW:  Governor  Schwei tzer .  
 MR.  SCHWEITZER:  In  coal  technologies ,  l ike  a  lo t  of  
technologies ,  there  are  chal lenges  because  China 's  record  in  respect ing 
in te l lec tual  proper ty  r ights  has  not  been s te l lar .  And so  I  v iew these  
par tnerships  are  commercia l iza t ion par tnerships ,  and so  the  companies  
wi l l  be  par tners  in  the  product ion of  the  fuel  and the  product ion of  the  
e lec t r ic i ty ,  and they wi l l  reap the  rewards  through actual ly  producing 
the  products  wi th  the  fu l l  expectat ion that  as  t ime goes  forward,  those  
in te l lec tual  proper ty  r ights  wi l l  jus t  kind of  shi f t  in to  the  general  space 
in  China .  
 I t ' s  k ind of  the  way i t  works ,  but  for  a  lo t  of  the  countr ies  around 
the  world when they do business  in  China ,  they recognize  that ,  and so 



 

 

they become equi ty  par tners  in  product ion,  and I  think that ' s  what  
we 're  see ing in  the  energy world  as  wel l .  
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 CHAIRMAN BARTHOLOMEW:  Okay.   Thank you.  
 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Reinsch.  
 COMMISSIONER REINSCH:  Thank you,  both  of  you,  for  some 
very  in teres t ing and helpful  tes t imony.   For  a  non-exper t  l ike  me,  i t ' s  
been a  rea l  educat ion and I  apprecia te  tha t .   I 'd  l ike  to  get  you to  focus  
a  l i t t le  bi t  on  costs  or  s t icks  ra ther  than carrots  which i s  where  you 've  
been.  
 Most  of  the  d iscuss ion has  been about  how to,  as  I  in terpret  i t ,  
enhance coal  product ion and use  i t  in  a  way tha t ' s  safe  for  the  miners  
and environmental ly  sound,  which is  a l l  impor tant .   I  th ink we a l l  th ink 
those  are  important  th ings ,  but  I 'd  l ike  to  go back to  the  four  bi l l ion 
barre l  problem that  you ment ioned,  Governor  Schwei tzer ,  and ask  you 
both  to  ta lk  about  the  cos ts  tha t  are  going to ensue from doing a l l  the  
var ious  th ings  we 're  going to  have  to  do to  deal  wi th  that  problem.  
 You made a  good point ,  tha t  we can ' t  address  the  problem 
adequate ly  wi thout  coal .  I  th ink l ikewise  you would probably  agree  we 
can ' t  address  the  problem sole ly  through coal .   So we 're  going to  have 
to  do some other  th ings  as  wel l ,  some of  which you a l luded to .  
 I 'm in teres ted  in  any comments  you might  have on the  cos ts  to  
the  economy,  not  the  cos ts  in  appropr ia ted  funds  of  var ious  R&D 
programs or  pr ice  f loors  or  th ings  tha t  the  federa l  government  can pay 
for ,  but  the  economic  costs  in  terms of  growth,  unemployment  or  
employment ,  th ings l ike  tha t ,  of  taking the  s teps  tha t  we ' re  going to  
have to  take  to  get  where  I  think we a l l  want  to  be .  
 MR.  SCHWEITZER:  I t ' s  been es t imated by those  in  indust ry  that  
to  shi f t  f rom pulver ized coal  e lec t r ic i ty  product ion,  for  example ,  in  
th is  country  to  in tegrated  gas  combined cycle  so  that  we could  produce 
the  e lec t r ic i ty  wi thout  put t ing carbon dioxide  in to  the  a tmosphere ,  in  
fac t ,  we get  a  pure  s t ream of  carbon dioxide  and pump i t  back in to  the  
ear th ,  tha t  would  increase  the  cost  of  e lec t r ic i ty  to  consumers  by 25 to  
40 percent .  
 Sounds  l ike  a  b ig  number .   But  when you consider  that  for  the  
las t  50  years ,  our  energy conservat ion has  improved by about  1 .5  
percent  per  year ,  i t  means  that  we would  gobble  up that  addi t ional  cos t  
dur ing the  next  15 years  jus t  based on our  inherent  abi l i ty  to  conserve 
energy,  to  f ind new systems that  get  more  product ion wi th  fewer  
e lec t rons .   And so some would  say that  25 percent  cos t  would  have to  
be  paid  for  in  some other  sector  of  the  economy.  
 I  v iew i t  complete ly  d i f ferent .   I  see  th is  as  an  oppor tuni ty  in  
developing new technologies ,  and when we inves ted a l l  of  th is  
publ ic /pr ivate  par tnership  in  the  NASA program,  there  were  very  few 



 

 

at  that  t ime who sa id ,  oh,  my gosh,  how can we afford  to  put  a  man on 
the  moon?  
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 And as  we look in  the  rear  v iew mirror  today,  everything f rom 
the  je ts  that  we f ly  in  to  new ways  of  moving energy and developing 
the  fuel  ce l l  technology,  everything to  the  Fr isbee ,  i t  was  based on that  
research and development  a t  NASA. 
 There 's  very  few people  in  th is  country  today would  say that  tha t  
huge inves tment  tha t  we made,  tha t  publ ic /pr ivate  par tnership ,  was  a  
mis take .   This  i s  a  grea ter  oppor tuni ty  than even the  space  race .   This  
oppor tuni ty  that ' s  presented to  us  today could  be  the  greates t  engine  
for  America 's  technology and innovat ion in  the  h is tory  of  th is  country 
i f  we get  i t  r ight .  
 I f  we get  i t  wrong,  a  country  l ike  China  may lead and they wi l l  
be  the  expor ters  of  this  new technology.  
 MR.  MANCHIN:   I  have to  agree  wholehear tedly.   I  jus t  th ink 
the  upside  is  so  great  that - -we know the  prof i t s  are  there  wi th  the  o i l  
companies  making record prof i ts ,  unheard of ,  and i f  you look a t  
bas ica l ly  those  types  of  inves tments  tha t  we 've  make in  th is  country  to  
secure  energy independence  and the  re turn  as  far  as  in  human capi ta l  
and the  jobs  and the  inves tments  that  would  be  required in  order  to  
a t ta in  that ,  i t  would  be  a  t remendous windfal l  for  th is  country  and for  
the  s ta tes  tha t  would  par take in  i t .   So I  see  nothing but  an  ups ide  to  
th is .  
 COMMISSIONER REINSCH:  I  guess  what  I 'm t ry ing to  get  you 
to  comment  on,  and I 'm not  succeeding,  but  that 's  a l l  r ight ,  i s  tha t  i f  i t  
were  tha t  good a  th ing and i f  i t  were  that  obvious ,  you th ink we would  
have f igured th is  out  and s tar ted  doing i t  a  long t ime ago.  
 MR.  MANCHIN:  I 'd  jus t  ment ion the  prof i t s .   I  th ink the  prof i t s  
that  are  in  cer ta in  hands  r ight  now prevent  th is  f rom happening.  
 You don ' t  see  any of  the  large  oi l  companies  jumping to  the  f ront  
t ry ing to  bui ld  coal  l iqui f icat ion;  do you?  
 MR.  SCHWEITZER:  Look,  i t  i s  not  going to  happen wi thout  the  
vis ib le  hand of  government  s tepping out  and saying th is  i s  the  
di rect ion we 're  going to  go.   For  example ,  i f  Montana a l l  by herse l f  
decided we 're  not  bui ld ing any new elect r ic i ty  generat ion unless  i t  i s  
carbon neutra l ,  wel l ,  we would not  be  compet i t ive  wi th  North  Dakota  
and Wyoming.  
 I t ' s  l ike  the  l ion  tamer .   The l ion  tamer  goes  to  the  center  of  tha t  
cage and there  are  four  l ions  in  a l l  four  corners .   And that  l ion  tamer  
can turn  h is  back to  the  other  three l ions  and put  out  the  whip and 
force  a  l ion  to  do something in  f ront  of  h im.   Now,  people  wonder ,  how 
is  i t  tha t  those  o ther  three  l ions  don ' t  jump on his  back,  a t tack him,  
b i te  h im? 
 I t ' s  s imply  tha t  that  l ion tamer  has  four  di f ferent  species  of  cats  



 

 

and al l  of  them are  natural  enemies .   So i f  anyone of  them jumps on the  
l ion tamer ,  one  of  the  o ther  l ions  wi l l  jump on the  l ion.    
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 Now,  in  a  compet i t ive  market ,  i f  Montana decides  that  we ' re  
going to  produce our  e lect rons  much cheaper  by spending more  money,  
a l l  of  our  neighbors  who are  the  ca ts  in  the  communi ty ,  they wi l l  jump 
on the  market  and take  over .  
 But  I  can te l l  you this .   I t  i s  the  s ta tes  in  the  western Uni ted 
Sta tes  and some other  s ta tes  who have taken the  lead.   In  Cal i fornia ,  
Washington,  and Oregon,  Arizona,  New Mexico,  they 've  sa id ,  i f  we ' re  
going to  import  new elect rons ,  i t  wi l l  be  carbon neutra l .   So i t  sends  a  
s ignal  to  a  place  l ike  Montana where  we have coal  and we have wind.   
I f  we ' re  going to  produce new elec t rons  for  them,  we 're  going to  
produce them carbon neutral .   I t  means  we 're  going to  use  wind power  
and we 're  going to  use  zero emiss ion coal  technology.  
 So once  the  market  demands  these  cheap--  these  e lect rons  that  do 
not  emit  addi t ional  carbon,  then those  of  us  who are  producers  wi l l  
produce i t .  So i f  the  market  i s  created by centra l  p lanning,  by s ta tes  or  
by the  federa l  government ,  we ' l l  get  wi th  i t .   We ' l l  produce those  
c leaner  e lec t rons .  
 MR.  MANCHIN:   Let  me jus t  say from the  f inancia l  end of  i t ,  
these  windfa l l  prof i t s  that  companies  have enjoyed,  i f  those  windfal l  
prof i t s  af ter  they meet  the i r  f inancial  marks ,  and they have a  windfal l  
on  top of  tha t ,  where  there  was  publ ic  pol icy  in  this  country  tha t  sa id 
that  they had to  be  re invested in  a l ternat ive  energy,  not - - I 've  heard  
people  ta lk  about  windfal l  taxes .   Why should  the  federal  government  
want  to  tax  or  penal ize?   Make them put  tha t  in  product ion.   Make 
them use  those  excess  monies  they ' re  making,  put  i t  back in  
product ion,  so  the  people  of  th is  country  won ' t  be  hur t ing as  bad as  
they are  now,  to  re l ieve  us  and make us  more  compet i t ive .  
 To me,  tha t  makes a l l  the  sense  in  the  wor ld .   When is  the  las t  
t ime that  we 've  had a  ref inery?   I 've  heard  just  recent ly  tha t  some of  
the  ref iner ies  are  down r ight  now dur ing the  peak season that ' s  dr iv ing 
the  pr ices  up.   That  doesn ' t  make sense  to  any ra t ional  West  Virginian.   
I  can te l l  you that .   But  yet  we do nothing on publ ic  pol icy  to  force  
these  monies  to  be  inves ted.  
 COMMISSIONER REINSCH:  That  ra ises  a  whole  o ther  se t  of  
i ssues .   I  th ink I  bet ter  defer  to  o thers .  
 MR.  MANCHIN:  Did  you get  where  you were  going? 
 COMMISSIONER REINSCH:  Par t  way.  
 HEARING COCHAIR D'AMATO:   Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  Thanks  to  both  of  you for  being 
here  today.   I  fee l  l ike I 've  gone to  coal  school  and I  should  have a  
d iploma when we ' re  done,  but  everything that  you have sa id  i s  very  
fasc inat ing and very  interes t ing.   I  would  agree  and disagree  wi th  many 



 

 

th ings  that  you 've  talked about  wi th  some of  your  publ ic  pol icy  
solut ions ,  but  we can ' t  recommend to  Congress  domest ic  agenda unless  
i t  has  a  China hat  on i t .  
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 The important  th ing that  I  want  to  br ing out  of  this  hear ing  this  
morning is  how al l  th is  re la tes  to  our  re la t ionship  wi th China,  our  
economic secur i ty ,  our  nat ional  secur i ty  wi th  China .  
 Fol lowing up on what  Commiss ioner  Blumenthal  asked a  l i t t le  
whi le  ago.   There  are  di f ferences  between us  and China .   Our  proper ty 
r ights  are  absolutely  cr i t ica l  to  who we are  as  a  nat ion and our  success ,  
and China doesn ' t  have any,  which in  a  weird  case  l ike  th is ,  would  
make that  a lmost  a  pos i t ive  for  them.   I  ha te  to  say that  out  loud,  but  
the  o ther  th ing we have here  i s  pol i t ica l  pressure .  
 I  l ived in  Texas  and I  t r ied  to  work wi th  TXU and help  them out  
when they were  t ry ing to  change nine  yucky plants  in to  11 plants  that  
are  us ing c lean coal  technology,  and every environmental  group in  the  
country  converged on TXU, hooked up wi th  the  mayors  of  Dal las  and 
Houston,  and i t ' s  about  k i l led  what  they ' re  t ry ing to  do.  
 That ' s  another  th ing that  China  doesn ' t  have ,  I  be l ieve ,  are  these  
in teres t  groups  that  come out  and t ry  to  f ight  anything that  has  to  do,  
i f  i t  has  to  do wi th  coal ,  i t ' s  bad.   Even i f  i t ' s  f ix ing coal ,  i t ' s  s t i l l  bad.   
So that ' s  something that  we suffer  under  here  that  they don ' t  have.  
 We have a  paradigm with  our  rela t ionship  wi th  China  or  so  i t  
seems a t  th is  point ,  which is  tha t  we go there  and we give  them 
technology and we give  them advice  on,  in  th is  par t icular  case ,  energy 
pol icy  and tech t ransfer ,  which is  great .  
 Governor  Schwei tzer ,  you actual ly  in  a  way brought  up my own 
quest ion when you sa id  maybe we can benef i t  f rom what  they are  
doing.   So my quest ion is ,  i s  i t  a  paradigm that  we should  change in  
th is  par t icular  case?   Should  we real ly  c losely  fo l low what  China 's  
doing wi th  seques t ra t ion,  wi th  the  coal - to- l iquid ,  a l l  the  new 
technologies  tha t  a re  emerging?  
 Are  there  any s ta te- to-s ta te  re la t ionships  that  you know of  that  
rea l ly  t rack how China  is  doing on advancing those  technologies?   Is  
there  pr ivate  sector  s tudy of  what  they ' re  doing wi th  the  technologies?   
And we had a  couple  of  people  here  yes terday who did these  kinds  of  
s tudies  here  in  the  U.S.  on pol lu t ion,  on energy,  on impor tant  i ssues  
l ike  tha t .   Are  there  any s tudies  here  in  the  Uni ted  Sta tes  or  any s ta tes  
that  are  looking a t  rea l ly  an  off ic ia l  program to  t rack what  they ' re  
doing wi th  coal ,  especia l ly  wi th  the  sequest ra t ion,  in  China ,  that  could  
help  us  here ,  tha t  we could  sor t  of  p iggyback on? 
 MR.  SCHWEITZER:  I t  may be  a  l i t t le  b i t  more  d i f f icul t  to  t rack 
exact ly  what  i s  happening in  China ,  because  there 's  not  publ ic  
d isc losure  on what  cont racts  have been s igned,  so  we hear  f rom the  
technology companies  around the  wor ld  tha t  they 've  s igned a  contrac t .   



 

 

We hear  f rom Sasol .   We hear  f rom Shel l .   We hear  from GE that  they 
have contracted to  bui ld .  
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 Our  informat ion wi l l  ac tual ly  come f rom some of  those  publ ic ly  
t raded companies  in  the i r  quest  to  bui ld  these  new projects  in  China ,  
and so  whi le  we ' l l  probably  not  get  such great  exchange of  informat ion 
f rom the  Chinese  government  per  se ,  we do see  a  lo t  of  Chinese  
government  off ic ia ls  come to  our  s ta tes  and vice  versa .  
 But  I  think the  condui t  to  th is  informat ion wi l l  be  those  contracts  
tha t  a  cent ra l  p lanned government  i s  making wi th  corporat ions  around 
the  world ,  and,  yes ,  we wi l l  learn  f rom thei r  technology because  
ins tead of  ta lk ing about  commercia l iza t ion of  some of  these  projec ts ,  
they 've  ac tual ly  la id  the money down and they ' re  beginning to  bui ld  
these  projec ts .  
 They ' l l  make some mis takes .   Everybody wants  to  be the  f i rs t  one  
to  bui ld  the  second plant .   Wel l ,  China  i s  in  a  posi t ion of  saying 
they ' re  going to  be the  f i rs t  one  to  bui ld  the  f i rs t  one .   And so  we ' l l  
learn  f rom some of  thei r  mis takes ,  and they wi l l  learn  f rom us  some of  
the  technologies  tha t  we have that  wi l l  contr ibute  to the  poss ibi l i t ies  
of  commercia l iz ing some of  these  big  IGCC plants .  
 There  are  some advantages  wi th c lean coal  technology,  and that ' s  
s imply  this :  as  the  pr ice  of  energy goes  up and the  pr ice  of  coal  goes  
up,  Joe  Manchin  is  in  a  remarkable  p lace  where  thei r  coal  i s  wor th--
how much a  ton in  West  Virginia?  
 MR.  MANCHIN:   I t  can go up to  80 to  $100 a  ton,  anywhere  
f rom 30 to  80.  
 MR.  SCHWEITZER:  In  Montana,  once you 've  got  i t  on  a  ra i l  
car ,  you ' re  ta lk ing s ix  or  $8 a  ton.   So i f  you 've  got  s ix  or  $8 a  ton 
coal ,  you ' re  not  so  concerned about  how much energy you get  f rom 
every  ton,  but  i f  you 've  got  coal  tha t  i s  wor th  $80 a  ton or  $100 a  ton,  
or  $120 a  ton,  then coal  gas i f ica t ion which squeezes  a l l  of  the  energy 
out  of  the  coal  as  opposed to  only  about  25 percent  wi th  our  current  
technology,  i t ' s  l ike  with  a  p ig .   They get  everything out  of  the  pig  
including the  squeal  when you use  IGCC.  
 But  wi th  o ld  coal  technology,  you ' re  sending 75 percent  of  the  
energy up through the  s tack.   So,  as  we cont inue to  move up in  the  
value  of  our  energy,  we ' re  f inding that  i t ' s  dr iving us  to  these  new 
technologies  s imply because  of  the  commerce  of  the  pr ice  of  energy.  
 COMMISSIONER HOUSTON:  Governor  Manchin ,  I 'd  love to  
hear  your  thoughts  as  wel l .   I 'm wonder ing i f  perhaps  a  
recommendat ion that  we should  th ink about  i s  one  to  e i ther  EPA or  
DOE about  rea l ly  t ry ing to  t rack the  progress  in  China  because  the  
paradigm always  comes the  o ther  way around.  
 MR.  MANCHIN:  We might  have  a  golden oppor tuni ty .   We 've  
been ta lking to  the  Shanxi  Province ,  which is  the  largest  coal  



 

 

producing province of  China,  and i t ' s  very  much l ike  West  Virginia .   
And they ' re  working on an agreement  r ight  now.   Our  economic  
development  off ice  i s  working wi th  thei r  economic development  off ice .   
They were  over  yes terday,  thei r  v ice  governor ,  and they 've  invi ted  us  
over .   We 're  going over  and i f  we get  this  working re la t ionship and 
working agreement  based on many facets ,  which wi l l  be  f rom coal  mine  
safe ty  to  the  heal th  and welfare  of  the  human fac tor ,  the  miners ,  a l l  the 
way to  the  technology,  shar ing in  technology,  i t  could  be  th ings  that  
we could  t ry  there  that  we can ' t  here  because  of  regula t ions .  
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 There  are  so  many di f ferent  th ings ,  and th is  might  be  a  
wonderful  commit tee  to  recommend where  we jo in  in to  a  type  of  
re la t ionship  that  we share  a l l  facets  of  product ion technology and I  
th ink that  we can both  benefi t  by  that .   But  we ' re  very  c lose .   We 've  
been ta lking and working wi th  them.   They ' re  pursuing i t  very  
aggress ively .   They want  tha t  re la t ionship  and they know that  West  
Virginia  i s  the  s ta te  tha t  would  be the  most  a l igned wi th  them to  do 
that  re la t ionship .  
 I 've  bas ica l ly  been working wi th  our  delegat ion here  in  
Washington and making sure  tha t  the  pol ic ies  of  th is  government  
would  be  in  sync wi th  what  we 'd  be  t ry ing to  do,  so  i t  might  be  
something we could fur ther  the  cause of  a l l .  
 COMMISSIONER HOUSTON:  Great .   Thank you very  much.   
Apprecia te  i t .  
 HEARING COCHAIR D'AMATO:   Thank you very  much.   
Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  I  want  to  pursue the  Chinese v iew 
of  sequest ra t ion.   You sa id  ear l ier  tha t  you didn ' t  th ink they were  
pushing the  in i t ia t ive .   Have you had discuss ions  about  the  economics  
of  i t  wi th  them?  
 MR.  MANCHIN:   We haven ' t  got  into that .   I  wi l l  when I  t ravel  
over  and spend t ime wi th  them.   I  have not  got ten  an  impress ion that  
they were  holding back the  const ruct ion or  the  forward movement  of  
the  needs  that  they have for  l iquids  out  of  coal ,  t ry ing to  get  more  
value  out  of  the i r  coal ,  be ing able  to  get  more  product ion in  thei r  coal  
mines .  
 That  i s  the  foremost  thing on the i r  minds  r ight  now from what  I  
have been able  to  ascer ta in  f rom this .   I 'm sure  that  we can make that  
par t  of  our  agreement ,  working wi th  them to  see  i f  there 's  some other  
technologies .   That ' s  the  ques t ion that  was  jus t  asked now;  how would 
that  work in  paral le l  to  benef i t  us?   But  wi th  tha t ,  I  have not  seen the  
concern about ,  wel l ,  we have to  sequester  before  we can bui ld  a  coal  
l iquefact ion plant  or  another  coal - f i red plant  or  IGCC plant .  
 COMMISSIONER FIEDLER:  Yes ,  they ' re  on a  fas t  t rack.  
 MR.  MANCHIN:  They ' re  on a  fas t  t rack.   By '29 ,  they ' re  going 



 

 

to  surpass  us .   They 're  bui ld ing.   We're  s t i l l  ta lk ing about  bui ld ing the 
f i rs t  IGCC plant .   How many do they have in  product ion now? 
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 MR.  SCHWEITZER:  A few.   The advantage is  th is :  whi le  they ' re  
not  ta lk ing about  carbon sequest ra t ion,  a t  least  they ' re  bui lding p lants  
tha t  are  carbon capture  ready.  
 MR.  MANCHIN:  Right .  
 MR.  SCHWEITZER:  Take the  South  Afr icans  who have been  
making l iquid  fuels  f rom coal  for  some 50 years .   There 's  been no 
compunct ion to  capture  the  carbon,  but  they have a  pure  s t ream of  
carbon.   I t  jus t  runs  r ight  up a  p ipe  and into  the  a tmosphere .   
 In  Uzbekis tan ,  they 've  been employing in-s i tu  coal  gas i f ica t ion 
now for  decades ,  but  of  course  they 've  done i t  because  i t  was 
inexpensive  to  produce the  coal  gas  in  that  way,  not  because  they could  
get  a  pure  s t ream of  CO2.  
 In  fac t ,  I ' l l  be t  you f ive  years  ago,  there  wouldn ' t  have been a  
whole  group of  people  that  represented the  number  of  people  that  we 
have in  this  c i ty  who were  s i t t ing around ta lking about  CO2 and carbon 
sequest ra t ion.   So before  we get  so  high and fa lut in  about  our  
leadership  in  carbon sequest ra t ion,  le t ' s  remember  we didn ' t  even ta lk  
about  i t  ten  years  ago.  
 MR.  MANCHIN:  Right .  
 MR.  SCHWEITZER:  So they a t  leas t  are  moving towards  carbon 
capture  ready technology and that ' s  ahead of  us .   Now,  we wi l l  do  the  
research and development  in  carbon sequest ra t ion because  that ' s  what  
the  economy of  the  Uni ted  Sta tes  can afford  to  do.  
 We wi l l  be  the  ones  who take the  lead  in  the  development  of  th is  
sequester ing technology,  not  the  Chinese .   They may actual ly  lead us  
in  developing c lean coal  technology wi th  carbon capture  ready gases ,  
but  not  in  sequester ing because  that  cos ts  some ext ra  money.  
 Right  now,  we don ' t  have any s tanding because  we 're  not  
captur ing the  carbon,  but  once  we develop th is  technology and we s tar t  
producing carbon as  a  pure  s t ream CO2,  and sequester ing,  then we can 
go back to  our  f r iends  and compet i tors  in  China  and say i f  we ' re  going 
to  be  shar ing a l l  of  these  technologies  and i f  we ' re  going to  cont inue  to  
buy your  goods  and services ,  and you 're  going to  cont inue to  buy our  
goods  and services ,  we need to  be  on a  level  p laying f ie ld .   We're  
spending money to  capture ,  you ' re  not ,  so  le t ' s  ge t  in  the  same game.  
 COMMISSIONER FIEDLER:  So what 's  the  pr incipal  opposi t ion 
that  you ' re  fac ing here  in  Washington when you ra ise  these  issues  a t  
the  execut ive  branch level  or  even other  members  of  Congress?  
 MR.  SCHWEITZER:  As you know,  in  th is  town,  there  are  rooms 
ful l  of  sui t s  who work for  special  in teres ts ,  and specia l  in teres ts ,  for  
the  most  par t ,  l ike  s ta tus  quo.   I f  you represent  b ig  o i l ,  and your  c l ient  
has  $60 bi l l ion in  cash,  s imply because  they have been the  condui t  of  



 

 

del iver ing fore ign oi l  to  our  economy and del iver ing the  cash back to  
some dic ta tor ,  you l ike  the  s ta tus  quo.   You don ' t  want  to  change 
anything.  
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 I f  you are  working for  a  u t i l i ty  that  has  e lec t r ici ty  generat ion 
por t fo l io  that  inc ludes  o ld  coal  technology,  you don ' t  want  to  change 
anything.  I f  you happen to  be  in  the  wind business ,  you jus t ,  you don ' t  
l ike  the  coal  bus iness .   I f  you happen to  be  in  the  nuke business ,  you 
don ' t  l ike  the  coal  bus iness ,  and so  the  greates t  chal lenge that  we have 
is  tha t  th is  town is  bui l t  on  the  s ta tus  quo.  
 You want  to  move th is  town,  you bet ter  take  some considerable  
amount  of  money and some t ime and probably  a  worldwide cr is is .   
Unt i l  we get  one  or  more  of  those  as  a  nexus ,  we probably aren ' t  going 
to  move th is  town.   You ask me what  the  grea tes t  chal lenge i s ,  i t ' s  
rooms ful l  of  su i t s  that  work for  people  who have a  lo t  of  money who 
want  to  keep the  s ta tus  quo.  
 MR.  MANCHIN:  I  would  agree .  
 COMMISSIONER FIEDLER:  That ' s  a  d i rect  answer .  You were  
ta lk ing about  ear l ier  how you pay for  i t  and whether  the  ra te  payer  
pays  for  i t ,  and--  
 MR.  MANCHIN:  We ' re  a  control led s ta te .  
 COMMISSIONER FIEDLER:  Yes ,  I  unders tand.  
 MR.  MANCHIN:  We 're  s t i l l  a  cont rol led  s ta te .   Publ ic  service  
commiss ion controls  the  ra tes  and i t ' s  a  pass- through opera t ion.  
 COMMISSIONER FIEDLER:  The biofuels  development  has  
ra ised  a  number  of  concerns ,  and the  f inancia l ,  the  economic impacts  
have been immediate .   So the  pr ice  of  corn  goes  up,  and folks '  food 
pr ices  fo l low very quickly ,  and by the  way,  we ' re  not  producing a  lo t  
of  fuel  ye t  wi th  i t .  Yet ,  the  economic  impact  on fo lks  a t  the  lower  
income level  has  been percentage-wise  fa i r ly  dramat ic ,  and should  
cont inue .  
 I  don ' t  know what  the  offse t  i s  on thei r  gasol ine  pr ices  or  thei r  
automobi le  opera t ion pr ices .   
 MR.  MANCHIN:  I t  seems l ike the  pol ic ies  of  the  federal  
government  i s  tha t ' s  become the  dar l ing because  there  i s  no CO2 
emiss ions  f rom the  product ion,  and with  that  be ing said ,  i t  looked l ike  
they threw caut ion to  the  wind as  far  as  what  the  food chain  would  do 
and what  the  people  on the  lower  end of  the  socioeconomic ladder  are  
going to  endure  jus t  for  the  sake  that  i t  seemed more  acceptable  
wi thout  t ru ly  t ry ing to  come to  the  table  to  secure  a  solut ion.   And I  
th ink we 're  going to  pay disas t rous  for  th is .  
 COMMISSIONER FIEDLER:  Or  on the  world 's  food supply .  
 MR.  MANCHIN:   I  think the  most  successful  tha t  I 'm to ld  and 
what  I 've  read and s tudied has  been wi th  sugar  cane.   Sugar  cane has  
the  bet ter  y ie ld ,  I  be l ieve;  am I  r ight  on that?  



 

 

 MR.  SCHWEITZER:  Yes .  
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 COMMISSIONER FIEDLER:  Yes ,  energy output .   That ' s  r ight .  
 MR.  SCHWEITZER:  That ' s  r ight .  
 MR.  MANCHIN:  Yes ,  sugar  cane for  the  e thanol ,  i f  you wi l l ,  
than what  we are  doing wi th  corn ,  and corn  has  a  r ippl ing effect  of  
what  i t ' s  doing to  the  food chain .  
 MR.  SCHWEITZER:  Yes .   I t ' s  fa i r ly  c lear .  I  ran  the  numbers  for  
you,  tha t  unless  we get  to  that  quantum leap of  ce l lu los ic  e thanol ,  tha t  
a l l  of  those  acres  that  are  dedicated  to  expor t  equate  to  15 percent  of  
our  l iquid  fuel  demand and none of  our  e lec t r ic i ty .   So i t ' s  a  very smal l  
p layer .   I t  ge ts  a  lo t  of  a t tent ion f rankly  because  I  think there 's  focus  
tes t ing a l l  over  the  country ,  and people  have got ten  to  a  posi t ion where  
they l ike  to  hear  the  word e thanol .  
 So i f  you are  in  Washington,  D.C. ,  you say those  words  that  
people  l ike  to  hear ,  and they seem to  l ike  that  word.    
 COMMISSIONER FIEDLER:  Thank you very  much.  
 MR.  MANCHIN:   Jus t  one  th ing,  I  jus t  th ink that  bas ical ly  what  
we have to  f ind every  day as  being CEOs of  our  s ta tes- -and i t  rea l ly  i s  
what  we do everyday--we make decis ions  every  minute  of  every  day--
that  we ' re  looking for  balance.   For  some reason,  I  would  th ink that  
th is  federa l  government  should  be  looking a  l i t t le  harder  for  balance  
than what  we ' re  f inding.  
 You 're  not  going to  govern f rom the  r ight  or  the  lef t ;  you ' re  
going to  f ind a  balance .   I f  we can f ind a  balance  wi th  our  energy 
needs  and our  energy abi l i ty  to  provide  that ,  and we can look a t  o ther  
countr ies ,  your  re la t ionship  and our  re la t ionship  wi th  China ,  i f  tha t ' s  
the  country  that  can help  us  f ind that  balance  in  America  because  they 
don ' t  have  the  impediments  we have,  we can jo in  into  a  coopera t ive  
re la t ionship ,  I  th ink i t ' s  something that  we probably  should  explore .  
 COMMISSIONER FIEDLER:  Thank you very  much.  
 HEARING COCHAIR D'AMATO:   Thank you very  much.   
Commiss ioner  Shea .  
 HEARING COCHAIR SHEA:  Thank you,  Governors ,  for  taking 
the  t ime to  be  here  today.   I 'm not  a  sc ient is t ,  I 'm not  an  economist ,  
but  I  am the  grandson of  a  guy who worked in  coal  in  Pennsylvania  in  
Pi t t s ton.   Quest ion,  two quest ions ,  one very  speci f ic .   Governor  
Schwei tzer ,  you sa id--correct  me i f  I 'm wrong-- that  one-hal f  of  the  
mercury emiss ions  in  Montana come f rom China?  
 MR.  SCHWEITZER:  No.   I t  i s  est imated that  hal f  of  the  non-
natural ly  occurr ing mercury  in  the  surface ,  in  the  water ,  in  the  a i r ,  in  
the  western Uni ted Sta tes  arr ives  f rom China .   So i t ' s  a  g lobal  problem 
is  what  I 'm saying about  mercury .  
 HEARING COCHAIR SHEA:  Okay.   Secondly ,  as  a  non-exper t  
in  th is  area ,  my unders tanding of  carbon sequest ra t ion is  that  you have 



 

 

to  take  the  gas ,  the  CO2,  and pump i t  underground into  geological  
format ions  so  that  we can keep i t  there  for  10,000 years ,  and Governor 
Schwei tzer ,  you sa id  that  we probably  could  do 90 percent ,  have a  90 
success  ra te  in  that .  
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 Do people  in  your  s ta te  have exper t i se  in  mapping the  geological  
format ions  to--you got  to  know where  to  pump th is  s tuff .  
 MR.  MANCHIN:  Sure .  
 HEARING COCHAIR SHEA:  And is  th is  an  area  of  potent ia l  
cooperat ion wi th  China ,  the  exper t ise  of  people  in  your  respect ive  
s ta tes  on--  
 MR.  SCHWEITZER:  Absolute ly ,  and Joe  ment ioned the  DOE has  
funded regional  carbon sequest ra t ion s tudies .   In  Montana,  i t ' s  ca l led  
the  Big  Sky Sequest ra t ion Project .   And we have mapped the  geology 
of  Montana.   We know approximate  depths ,  which sa l t  domes,  which 
sa l ine  aqui fers ,  which basa l t  format ions ,  where  in  the  Madison 
Limestone that  we ' re  l ike ly  to  be  able  to  s tore  i t ,  which of  those 
enhanced oi l  recovery  oppor tuni t ies  are  going to  be  successful ,  and so  
we 've  spent  a  l i t t le  money on th is ,  jus t  to  g ive  you an idea .  
 I  th ink Depar tment  of  Energy has  funded the  Big  Sky 
Sequest ra t ion Project  to  s tudy the  geologic  s t ructures  of  Montana and 
Wyoming,  a  p lace  where  we have $12 t r i l l ion worth  of  coal ,  and 
they 've  spent  approximate ly  $18 mi l l ion  in  the  las t  f ive  years  to  s tudy 
the  carbon sequest ra t ion oppor tuni t ies .  
 There 's  some ear th  in  the  balance .   Wel l ,  tha t ' s  economics  out  of  
balance .   I f  we ' re  ser ious  about  th is ,  le t ' s  put  some ser ious  dol lars  in to 
i t ,  and I  have suggested  to  Congress  you need $15 bi l l ion  to  s tudy the  
carbon sequest ra t ion geologic  oppor tuni t ies .  
 HEARING COCHAIR SHEA:  15 bi l l ion?  
 MR.  SCHWEITZER:  Bi l l ion wi th  a  "B,"  which is  very  smal l  
compared to  the  value  of  the  coal  BTUs that  we have  in  th is  country .   
I f  we ' re  ser ious  about  us ing the  coal  in  th is  country  as  a  legi t imate  
source  of  energy in  the  future ,  we 've  got  to  ge t  carbon sequest ra t ion 
correct  now.   And s ince  America  has  more  coal  than any other  country  
in  the  wor ld,  and we have a  compet i t ive  advantage  in  our  coal ,  i f  we 
can get  i t  correc t ,  i t  seems to  me that  $15 bi l l ion  worth  of  research and 
development  i s  a  very  smal l  pr ice  to  pay.  
 We can ' t  wai t  ten  years .   We can ' t  wai t  20 years .   We need to  
move now.   $15 bi l l ion  for  our  resource-- l ike  I  said ,  in  two s ta tes  we 
have $12 t r i l l ion worth  of  coal  a t  current  pr ices .   So,  yes ,  we are  
s tudying;  no,  we are  not  invest ing enough.  
 HEARING COCHAIR SHEA:  On mapping.  
 MR.  SCHWEITZER:  But  we are  making oppor tuni t ies  avai lable .  
 MR.  MANCHIN:   There 's  s t i l l  a  lo t  of  unknown,  and I  th ink 
that ' s  the  caut ion that  everyone seems to  be  taking because  of  the  



 

 

unknown.  I  guess  when you 're  pressed as  we 've  been pressed in  
d i f ferent  t imes  in  our  h is tory ,  we do what  we have to  do.  
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 HEARING COCHAIR SHEA:  Thank you.  
 HEARING COCHAIR D'AMATO:  Thank you,  Mr.  Chairman,  and 
le t  me jus t  re i terate  tha t  the  cent ral  purpose of  this  hear ing i s  to  
explore  the  poss ibi l i ty  of  new cooperat ive  ventures  and ideas  tha t  we 
can put  forward to  the Congress .   We' re  par t icular ly  interes ted  in  your  
re la t ionships  as  you go forward wi th  your  counterparts  in  China .  
 You 're  going on a  t r ip .   We would  be  in teres ted  in  what  you f ind 
when you 're  there ,  the  k ind of  poss ibi l i t ies  wi th  public  and pr ivate- -  
 MR.  MANCHIN:   We 've  been par t  of  thei r  in ternat ional  coal  
show s ince  1980s .   West  Virginia  has  taken a  very  ac t ive  par t  in  tha t ,  
and a  lo t  of  our  vendors  have been there .   And as  th ings  opened up and 
t rade  changed,  i f  you wi l l ,  we got  more  involved,  and then we opened 
up a  l i t t le  b i t  more  for  capi ta l  inves tments  and par tnerships .   Then we 
had some of  our  indust r ia l i s ts ,  i f  you wi l l ,  had gone over  there  and put  
in  some jo int  ventures  wi th  them.  
 So we 've  had a  probably  as  long,  i f  not  longer ,  rela t ionship  in  
th is  arena  than most .   They seem to  be  reaching out  to  another  venture  
r ight  now with  th is  s igned agreement ,  th is  s is ter  s ta tehood,  i f  you wi l l ,  
of  how we jo int ly  share .   We need to  explore  that  wi th  the  federa l  
government  of  how West  Virginia  can be  ca ta lys t  of  seeing how we can 
share  informat ion,  how we can t ry  new technologies ,  maybe on a  more  
rapid  scale  than what  we do on our  own,  so  that  the  unknowns that  we 
have that  are  of  much concern to  a l l  of  us  might  be  something that  can 
be  put  to  res t  a  l i t t le  quicker  there .  
 HEARING COCHAIR D'AMATO:  And useful  to  o ther  s ta tes  as  
they explore--  
 MR.  MANCHIN:  Very much so .  
 HEARING COCHAIR D'AMATO:  - - thei r  s is ter  s ta te  re la t ionship 
and how the  Uni ted  Sta tes  federa l  government  can encourage these  
re la t ionships  so  you ' re  not  a lways  on your  own.  
 MR.  MANCHIN:  Right  now you don ' t  know--and I  want  to  make 
sure  that  my delegat ion,  Senator  Byrd,  Senator  Rockefel ler ,  and our  
congress ional  delegat ion,  everyone is  in  sync.   We enter  in to  
re la t ionship  and agreement  through a  mutual  MOU, i f  you wi l l ,  tha t  
we ' re  a l l  moving on the  same t rack,  and i t ' s  to  the  benef i t  of  not  only  
the  s ta te  of  West  Virginia  but  the  ent i re  nat ion.  
 HEARING COCHAIR D'AMATO:  Thank you.   We 're  very  much 
in teres ted  in  s taying in  touch wi th  you on how that  goes .  
 MR.  MANCHIN:  Sure ,  p lease .  
 HEARING COCHAIR D'AMATO:   Thank you.   Chairman 
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 



 

 

you,  gent lemen,  for  your  very  interes t ing tes t imony.   Governor  
Schwei tzer ,  I  th ink of  the  sui t s  that  you refer  to ,  of  course ,  everybody 
here  says a l l  they want  i s  a  level  p laying f ie ld ,  but  they a lways  want  
the  level  p laying f ie ld  to  t i l t  in  thei r  d i rec t ion.  
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 Before  we take a  shor t  break,  le t  me note  that  we 've  been 
presented this  morning wi th a  s ta tement  from Senator  Byrd  address ing 
the  ef fec ts  of  China 's  energy usage.   Senator  Byrd had other  
commitments  th is  morning,  was  unable  to  be  here  in  person to  del iver  
h is  tes t imony,  but  we ' re  very  pleased to  have his  s ta tement ,  and we 
wi l l  p lace  i t  in  our  hear ing record.  
 He is  as  everyone here  wel l  knows current ly  the  Pres ident  Pro  
Tempore  of  the  Senate  and Chairman of  the  Appropr ia t ions  Commit tee .   
He has  had a  s t rong and long-s tanding in teres t  in  the  U.S. -China  
re la t ionship  and was  one of  the  pr imary actors  in  the  creat ion of  th is  
Commiss ion.   We are  very  pleased to  have his  tes t imony.   We're  very  
thankful ,  gra teful  to  you both  for  appear ing before  us  today.   We look 
forward to  cont inuing to  work wi th  you,  and now we ' l l  take  a  shor t  
break.  
 MR.  MANCHIN:  Thank you very  much.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 
 

PANEL VII:   POLICY STRATEGIES FOR ADDRESSING THE 
EFFECTS OF CHINA’S ENERGY CONSUMPTION 

 
 HEARING COCHAIR VIDENIEKS:   We' l l  s tar t  wi th  Panel  VII ,  
which deals  wi th  pol icy  s t ra tegies  for  address ing the  ef fec ts  of  China 's  
energy consumpt ion.   And I ' l l  in t roduce the  panel is ts  as  presented.   
Our  f i rs t  two speakers  wi l l  examine the  s t ra tegies  for  address ing the  
environmental  consequences  of  China 's  energy use .   Our  f i rs t  speaker  
i s  Nat ional  Resources  Defense  Counci l  Senior  At torney,  Barbara  
Finamore .   She is  the  founder  and di rector  of  NRDC's  China Clean 
Energy Program.   Ms.  Finamore  has  over  two decades  of  exper ience  in  
environmenta l  law and pol icy  in  the  Uni ted  Sta tes ,  China ,  Russ ia  and 
Taiwan.  
 Next  i s  Dr .  Logan,  Jeff rey Logan.   He 's  a  Senior  Associa te  in  
c l imate  and energy a t  the  World  Resources  Ins t i tute .   Jeff rey Logan 
has  over  12 years  of  exper ience  managing energy and environmental  
projects  in  an  in ternat ional  context .  His  areas  of  exper t i se  are  c lean 
energy market  development ,  energy secur i ty ,  greenhouse  gas  abatement  
and energy pol icy  analys is ,  pr imari ly  in  the  developing country 
context .  
 Then,  f inal ly ,  Mr.  Thomas Donnel ly .   He 's  a  Resident  Fel low at  
the  American Enterpr ise  Ins t i tute .   He ' l l  address  the  pol ic ies  for  



 

 

mit igat ing the  s t ra tegic  consequences  for  the  U.S.  and the  wor ld  of  
China 's  energy consumption.   Tom Donnel ly  i s  a  defense  and secur i ty  
pol icy  analys t  for  AEI ,  wi th  pas t  exper ience  on the  House  Armed 
Services  Commit tee ,  and the  U.S. -China Commiss ion.  
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 Welcome to  a l l  panel is ts .   We ' l l  begin wi th  Ms.  Finamore .  
 
STATEMENT OF MS.  BARBARA FINAMORE, DIRECTOR, CHINA 

PROGRAM, NATURAL RESOURCES DEFENSE COUNCIL 
PRESIDENT, CHINA-U.S.  ENERGY EFFICIENCY ALLIANCE 

WASHINGTON, D.C.   
 

 MS.  FINAMORE:  Thank you.   Thank you for  the  oppor tuni ty  to  
tes t i fy  a t  today 's  hear ing on China 's  energy consumption and 
oppor tuni t ies  for  U.S. -China  cooperat ion to  address  the  ef fec ts  of  
China  energy use .   Thank you for  the  k ind in t roduct ion.   I  would  l ike  
to  add tha t  in  addi t ion  to  heading NRDC's  China  Program,  I  am also  
the  cofounder  and president  of  the  China-U.S.  Energy Eff ic iency 
Al l iance ,  which is  a  publ ic /pr ivate  par tnership  whose  miss ion is  to  
promote  g lobal  sus ta inabi l i ty  by working wi th  China to  harness  
ef f ic iency as  a  viable  energy resource.   Act ive  U.S.  Al l iance members  
include  a l l  three  of  Cal i fornia 's  inves tor-owned ut i l i t ies ,  the  Cal i fornia  
Energy Commiss ion,  the  Cal i fornia  Publ ic  Ut i l i ty  Commiss ions ,  the 
Lawrence Berkeley Nat ional  Lab,  whom you heard  f rom yesterday,  
energy service  companies  such as  Nexant ,  venture  capi ta l  companies  
such as  Nth Power ,  Energy Foundat ion and other  NGOs.  
 I  would  l ike  to  br ief ly  begin  by address ing one of  the  o ther  
i ssues  that  you are  seeking tes t imony on,  and that  i s  the  role  of  NGOs 
in  suppor t ing energy and environmental  pol icy  in  China ,  and as  the  
head of  two of  them I  thought  I  would  br ief ly  summarize  my views on 
what  ro le  NGOs can and are  p laying in  these  areas .  
 I  be l ieve ,  as  my exper ience  has  shown,  that  g iven exper t ise  and 
independence and long- t ime on- the-ground exper ience ,  these  NGOs can 
and are  becoming inf luent ia l  advisors  to  China ,  in  par t ,  because  they 
don ' t  have a  h idden agenda or  not  so  h idden agenda of  the  baggage of  
governmenta l  pol icy  or  t ry ing to  make a  profi t .   So we can become 
somewhat  independent  advisors .  
 We are  a lso  of ten  able  to  respond more  quickly  to  requests  by the  
Chinese  government  for  ass is tance  on par t icular  i ssues ,  and bel ieve  
me,  they come fas t  and fur ious .   More important ,  we are  able  to  make 
long- term commitments  to  working on par t icular  i ssues  in  China  and 
we have over  the  las t  ten  years .   And that  i s  the  k ind of  sus ta ined 
effor t  tha t ' s  necessary ,  both  to  help  China  develop sus ta inable  energy 
environmenta l  pol ic ies  and,  even more  impor tant ,  to  implement  them.  
 And I  would add that  when NGOs work in  par tnership  wi th 



 

 

exper ts  f rom governmenta l  agencies ,  mul t inat ionals ,  and a lso  exper ts  
f rom the  pr ivate  sec tor ,  the  impact  can become even greater .  
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 So  for  more  than ten  years ,  NRDC has  been working in  China  to  
suppor t  domest ic  ef for ts  to  develop more  sus ta inable  energy and 
environmental  pol ic ies .   We bui ld  on our  exper t ise  in  the  U.S.  on 
energy issues ,  and we par tner  wi th  government  agencies  in  China  a t  the  
nat ional  level  and in  key provinces  and municipal i t ies ,  academic ,  
nongovernmental  organizat ions  and the  legal  community .  
 We work a t  the  nat ional  level  to  promote  development  of  
pol ic ies ,  look for  ways  to  t ransform market  incent ives .   We a lso  work 
a t  the  local  level  on grassroots  and provincial  level  p i lot  projects  that  
can,  in  turn ,  inform the  development  of  nat ional  pol ic ies .  
 We were  the  f i rs t  in ternat ional  environmental  organizat ion to  
es tabl ish  a  c lean energy program in  China  and I 'd  jus t  l ike  to  br ief ly  
h ighl ight  a  couple  of  the  successes  that  we 've  achieved over  the  las t  
decade.   We helped the  c i ty  of  Chongqing,  which has  300 mil l ion 
people ,  to  develop China 's  f i rs t  res ident ia l  energy code for  bui ld ings ,  
which then became a  model  for  the  ent i re  Yangtze  River  basin  and then 
a lso led to  the  development  of  res ident ia l  bui ld ing codes  for  a l l  three  
of  China 's  c l imate  zones .  
 We a lso  ass is ted  the  Chinese  government  in  developing tough 
l ight ing  s tandards  for  bui ldings  tha t  i f  fu l ly  implemented could  s top 60 
mi l l ion  metr ic  tons  of  carbon from be ing sent  in to  the  a tmosphere  each 
year .  
 We have been involved in  a  g lobal  ef for t  to  develop a  s ingle  
wor ldwide  speci f ica t ion  for  energy loss  f rom power  suppl ies  tha t  you 
use  to  p lug in  your  computer .   Many of  these  are  made in  China,  a long 
wi th  much other  e lec t ronic  equipment .   We developed a  s ingle  
worldwide speci f ica t ion.   I t  i s  mandatory  in  the  U.S.   I t  i s  as  yet  
voluntary in  China .   But ,  again ,  ful ly  adopted,  th is  speci f ica t ion could  
help  avoid  carbon emiss ions in  China  equivalent  to  tha t  of  taking up to  
650,000 vehic les  off  the  road.  
 Third ,  NRDC and the  Al l iance  have been working wi th  Chinese  
exper ts  to  develop large-scale  energy eff ic iency f inancia l  incent ive  
programs,  tha t  use  a  por t ion of  e lec t r ic i ty  ra tes  to  promote  widespread 
adopt ion of  energy eff ic iency technologies ,  and these  incent ive  
programs,  which I ' l l  touch on a  b i t  la ter ,  could  avoid  up to  one bi l l ion  
tons  of  carbon per  year .  
 Four th ,  as  par t  of  a  publ ic /pr ivate  par tnership ,  which began as  a  
col laborat ion between the  U.S.  Depar tment  of  Energy and China 's  
Minis t ry  of  Science  and Technology,  we served as  the  project  manager  
for  the  development  and const ruct ion and operat ion  of  China 's  f i r s t  
in ternat ional ly  cer t i f ied  green bui ld ing,  which uses  only  one quar ter  of  
the  energy and produces  only  40 percent  of  the  wastewater  of  a  typical  



 

 

off ice  bui ld ing in  Bei j ing.  
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 For  this  work,  we received China 's  f i rs t  Green Bui lding 
Innovat ion Award.   I t  i s  serving as  a  model  for  much other  
const ruct ion,  both  in  Bei j ing and throughout  the  country .    We have 
a lso  most  recent ly  been the  only  nongovernmental  organizat ion to  
serve  on the  exper t  team for  the  development  of  China 's  f i rs t  na t ional  
green bui ld ing des ign s tandard.  
 And f inal ly ,  for  the  las t  f ive  years ,  NRDC has  promoted the  use  
of  technologies  that  can help  reduce pol lu t ion and the  carbon impacts  
of  coal ,  such as  coal  gas i f icat ion wi th  carbon capture  tha t  we 've  been 
hear ing so  much about  th is  morning.  
 Our  advocacy effor ts  help to  make coal  gas i f ica t ion based 
polygenerat ion or  coproduct ion one of  the  top pr ior i t ies  in  China 's  mid 
to  long- term Nat ional  Research and Development  Plan .   We a lso 
suppor ted  the  creat ion of  a  nat ional  roadmap on coal  gas i f ica t ion 
development  tha t  ca l l s  for  the  construct ion of  severa l  large IGCC 
demonstra t ion fac i l i t ies  to  be  completed by 2010.  
 Turning to  the  pol ic ies ,  I  am going to  focus  my remarks  on one 
par t icular  area  of  cooperat ion,  and that  i s  energy eff ic iency.   We 
bel ieve  and I  th ink a l l  the  s tudies  have shown,  tha t  energy ef f ic iency is  
the  largest ,  cheapes t ,  fas tes t  and greenest  resource  avai lable  to  solve  
the  global  warming problem.   And a  recent  s tudy by McKinsey Global  
Ins t i tu te  found that  throughout  the  g lobe increas ing the  energy 
product iv i ty ,  the  amount  of  energy we need to  produce output ,  
improving our  energy product iv i ty  could  cut  g lobal  energy demand by 
hal f  or  more  over  the  next  15 years .  
 This  would  in  turn cont r ibute  up to  hal f  of  the  greenhouse  gas  
emiss ion abatement  required to  cap the  long- term concentra t ion of  
greenhouse  gases  in  the  a tmosphere  a t  450 to  550 par ts  per  mi l l ion.   
But  wi thout  increases  in  energy product iv i ty ,  over  one- thi rd  of  the  
growth,  projected growth in  g lobal  energy demand wi l l  be  in  China .  
 But  th is  McKinsey s tudy found that  China  can contr ibute  more  to  
increased energy product iv i ty  than any other  country  because  of  the  
rapid  growth that  you 've  heard  so  much about ,  because  i t  s tar ts  f rom a  
lower  base  and because  i t  can  adopt  the  la tes t  technology a t  a  lower  
cost .  
 In  fac t ,  when McKinsey came up wi th i t s  f ive  top pr ior i t ies  for  
g lobal  cooperat ion on improving energy product iv i ty  worldwide,  two 
of  i t s  top  three  recommendat ions  were ,  number  one ,  to  he lp China  
bui ld  i t s  fac tor ies  to  internat ional  s tandards  for  ef f ic iency and,  number  
three ,  to  help  China  bui ld  i t s  new bui ld ings  to  in ternat ional  s tandards  
for  energy eff ic iency.   So I  would  highl ight  those  two areas  as  two of  
the  three  for  g lobal  cooperat ion.  
 China recognizes  that  energy eff ic iency is  key to  i t s  increased 



 

 

economic growth and environmenta l  sus ta inabi l i ty .   You ' l l  hear  a  lo t  
about  i t s  na t ional  goal  for  improving i t s  energy in tens i ty  by 20 percent  
by 2010.   But  I  would  say that  a l though i t  has  the  pol i t ica l  wi l l  to  
achieve  these  goals ,  i t  lacks the  way.  
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 I t  faces  severa l  s t rong obstac les  to  achieving those  ambi t ious 
goals :  one ,  lack of  capaci ty  to  implement  the  energy eff ic ient  bui ld ing 
codes  a l ready on the  books;  lack of  informat ion on bes t  pract ices  and 
cost  ef f ic ient  technology;  and perhaps  most  impor tant ,  lack of  an  
adequate  long- term funding mechanism to  help  the  cus tomers  afford  
more  ef f ic ient  indust r ia l  equipment ,  commercia l  l ight ing and cool ing 
technologies  and res ident ia l  appl iances .  
 And indeed,  once  more ,  the  McKinsey Ins t i tu te  found that  the  
leading barr ier  to  energy product iv i ty  improvements  throughout  the  
world i s  lack of  capi ta l .   So f inancia l  mechanisms are  key to  
overcoming th is  
 HEARING COCHAIR VIDENIEKS:   Could  you please  t ry  to  
summarize  the  res t?  
 MS.  FINAMORE:  We are  working wi th  pr ivate  and 
governmenta l  par tners  to  break through the  problems they ' re  fac ing in  
implement ing the i r  ambi t ious  bui lding codes ,  which only  ten  to  15 
percent  of  our  bui ldings  current ly  comply wi th ,  and what  we are  
explor ing the  opt ions  of  are  creat ing a  pr ivate  sector  code 
implementa t ion network in  China  to  supplement  governmenta l  effor ts  
to  implement  these  codes .  
 There 's  a  sys tem cal led  RESNET.   I t ' s  been receiving recogni t ion 
in  17 s ta tes  in  the  Uni ted  Sta tes  as  a  subst i tu te  for  governmental  
compl iance .  In  addi t ion ,  in  the  U.S. ,  the  2005 Energy Pol icy  Act  tax  
incent ives  for  energy eff ic iency are  producing very  good resul ts  that  
we a lso  th ink could  be  appl icable  to  China .  
 F inal ly ,  demand-s ide  management  energy ef f ic iency incent ives  
have been proven in  the  U.S.  and other  nat ions  to  s ignif icant ly  reduce 
energy loads  and reduce load growths  a t  cos ts  s igni f icant ly  less  than 
e lec t r ic i ty  genera t ion.   China ,  af ter  many years  of  d iscuss ion and 
debate  has  decided to  adopt  DSM as a  key pol icy  mechanism for  
achieving these  goals .   We have been working s ide  by s ide  wi th  them,  
and par t icular ly  in  one of  the i r  most  advanced provinces ,  J iangsu 
Province,  who has  a l ready shown the  benef i ts  of  adopt ing f inancia l  
incent ives  in  China,  and th is  has  reached the  a t tent ion of  the  nat ional  
government ,  which has  adopted th is  as  a  nat ional  model .  
 And so  NRDC and the  Al l iance  have been asked to  cosponsor  a  
nat ional  conference  next  month  wi th  China 's  Nat ional  Development  and 
Reform Commiss ion--  
 HEARING COCHAIR VIDENIEKS:   I 'm sure  we ' l l  have  
quest ions ,  more  deta i led  ques t ions ,  and you ' l l  be  able  to  f i l l  in  your  



 

 

presenta t ion.  
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 I 'd  l ike  to  go to Mr.  Donnel ly  now.  
 MS.  FINAMORE:  Okay.   Thank you.  
[The s ta tement  fo l lows:] 9   
 

STATEMENT OF MR. THOMAS DONNELLY, RESIDENT 
FELLOW IN DEFENSE AND FOREIGN POLICY STUDIES,  

AMERICAN ENTERPRISE INSTITUTE, WASHINGTON, D.C.  
 

 MR.  DONNELLY:  Thank you very  much,  Chairman 
Bar tholomew,  Vice  Chairman Blumenthal .   I t ' s  a  great  pleasure  to  
appear  before  you.   Also ,  my former  col leagues  on the  Commiss ion and 
members  newly named th is  year .   The Commiss ion 's  pas t  year  and I 'm 
sure  your  work th is  year  performs a  unique funct ion for  Congress .   
There  i s  no other  body that  considers  the  to ta l i ty  of  U.S. -China  
re la t ions  as  the  Commiss ion does ,  and i f  the  Commiss ion didn ' t  exis t ,  
I 'm sure  we would  want  to  invent  i t .  
 I 've  been asked to  tes t i fy  about  ways  that  U.S.  government  
pol icy  might  be  adopted or  changed based on the  s t ra tegic  
consequences  of  China 's  r i s ing energy consumpt ion.   I t  seems that  the  
Commiss ion,  i f  th is  i s  Panel  VII ,  you 've  probably heard  a  whole  lo t  of  
about  what  the  ef fec ts  of  r i s ing Chinese  energy consumpt ion are ,  but  i f  
you can permit  me a  br ief  d igress ion,  I  th ink I  may have jus t  k ind of  a  
d i f ferent  perspect ive  on the  whole  topic .  
 And i t  wi l l  probably  help  place  my pol icy  recommendat ions  in  a  
more  useful  perspect ive .   I  wi l l  a lso  t ry  to  adhere  to  the  seven minute  
ru le ,  and so  I 'm going to  offer  k ind of  a  broad approach,  a  way of  
th inking about  an  American response  ra ther  than compendium of  
par t icular  pol ic ies .  
 Br ief ly  s ta ted ,  I  th ink that  China 's  r i s ing energy consumpt ion 
a l ready has  a  number  of  important  s t ra tegic  effec ts .   Most  obvious  is  
jus t  the  pr ice  of  energy i t se l f  for  modern indust r ia l  economies ,  not  
only  in  the  Uni ted  Sta tes ,  but  throughout  the  world .   The pr ice  of  
energy is  i t se l f  k ind of  a  s t ra tegic  mat ter ,  a t  leas t  a  quasi -s t ra tegic  
mat ter ,  and demand for  energy,  par t icular ly  that  generated f rom foss i l  
fue ls  in  the  Middle  Eas t ,  i s  accelera t ing fas ter  than the  abi l i ty  to  
d iscover  or  develop i t .   So the  t ime l ines  are  pre t ty  c lear  and pre t ty  
se t .  
 But  i f  the  theory  of  market  economics  were  pure ly  t rue ,  the  
People 's  Republ ic  would  share  wi th  the  Uni ted  Sta tes  a  s imi lar ,  
possib ly  even a  more  enthus ias t ic  commitment ,  to  ensur ing cheap and 
plent i fu l  energy suppl ies .  

 
9 Click here to read the prepared statement of Dr. Barbara Finamore 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/finamore_testimony.pdf


 

 

 Whether  the  economic  theory  i s  imperfec t  I  wi l l  leave  to  
economists  and I  wi l l  leave  to  my col leagues  on the  panel  the  
potent ia l ly  s t ra tegic  d imensions  of  environmental  concerns ,  but  I  
would  l ike  to  ta lk  about  geopol i t ica l  ef fec ts  of  Chinese  energy 
pol ic ies ,  and I  th ink these  are  pre t ty  c lear ,  pre t ty  wel l  es tabl ished and 
they rea l ly ,  in  my judgment ,  ought  to  be  the  th ings  tha t  come a t  the  top  
of  the  l i s t  when shaping an American response  to  the  fac ts  because  the  
fac ts ,  as  I  see  them as  they now s tand,  are  that  China 's  increas ingly  
enthus ias t ic  quest  for  energy,  i s  s imply  a  ref lect ion  of  the  larger  
phenomenon of  China 's  r i se  to  great  power  s ta tus .  
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 And I  th ink that ' s  the  way,  and cer ta in ly  that  was  my impress ion 
f rom my work on the  Commiss ion,  that  tha t ' s  the  way the Chinese  see 
th ings .   I t  seems pre t ty  c lear  tha t  in  recent  years ,  Bei j ing  views 
ques t ions  about  energy resources  f rom a  geopol i t ica l  perspect ive .   That  
i s  something more  than the  market  commodi ty  that  we tend to  think of  
energy resources  as .   The Chinese  see  o ther  hands  than the  h idden hand 
of  the  marketplace  a t  work in  the  g lobal  a l locat ion of  energy suppl ies .  
 This  d ivergence  i s  a  major  asymmetry  in  the  way the Chinese 
look a t  th ings  and the  way we tend to  look a t  th ings .   But  in  my view,  
th is  i s  something that  we might  be  able  to  use  to  our  advantage  to  t ry  
to  shape Chinese  behavior .  
 The centra l  problem or  centra l  pol i t ica l  problem is  tha t  China 's  
approach to  na tura l  resources  has  the  ef fec t ,  i f  not  actual ly  the  intent ,  
of  g iving suppor t  and succor  to  a  col lec t ion of  rogue s ta tes  that  s tand 
wel l  outs ide the  norms of  in ternat ional  society  and which seek to  
f rus t ra te  the  goals  of  the  Uni ted  States .   I  can par t ia l ly  l i s t  some of  
them--Sudan,  I ran ,  Zimbabwe,  Venezuela .   You can probably  go on as  
long as  I  could  on that .  
 But  i t  i s  a lso  l ikely  to  encourage bad behavior  on the  par t  of  
s ta tes ,  for  example ,  Niger ia  who are  not  host i le  to  the  Uni ted  Sta tes  
and they ' re  s t ruggl ing to  par t ic ipate  in  internat ional  society ,  but  are  
in ternal ly  corrupt  and inst i tu t ional ly  weak.   They ' re  subjec t  to  the 
s i ren  ca l l  of  and prone to  do bad th ings ,  as  you might  say.  
 So the  most  important  quest ion  for  us  i s  how to  mi t igate  these  
bad effects ,  whether  they ' re  in tended or  not .    
 I  th ink this  i s  an  impor tant  chal lenge that  chal lenges  not  only 
American interests  but  the  cohesion of  in ternat ional  socie ty .  
 Our  pol icy  thus  far  seems to me is  bui l t  a round the  hope of  
engaging China  as  a  responsible  s takeholder  to  encourage the  Chinese  
to  behave bet ter .   There 's  a  corol lary  to  this ,  the  var ia t ion  in  the 
theme,  s l ight ly  paternal is t ic  ef for t  to  t ry  to  def ine  for  the  Chinese  what  
thei r  in teres ts  are  as  though we could  unders tand thei r  in teres ts  bet ter  
than they can.  
 But  e i ther  way,  the  approach thus  far  hasn ' t  produced what  I  



 

 

would regard  as  a  sa t i s factory  resul t .   I ran  is  not  only  developing i t s  
nuclear  capabi l i t ies  but  i s  playing an  aggressive  and destabi l iz ing role  
throughout  the  region.   So I  would say again  the  t rend l ines  are  kind of  
get t ing worse  and that  China  doesn ' t  seem to  have  any interes t  in  
re in ing in  any of  i t s  c l ients .   They don ' t  appear  to  see  the  r i sk and 
reward calculat ion  in  the  same way that  we do,  in  ways that  we th ink 
would  ref lec t  tha t  in ternat ional  responsible  s takeholder .  
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 So I  th ink the  shor tcoming of  our  pol icy  i s  that  we only  offer  the  
potent ia l  rewards .   We impose  no cos ts  on the  Chinese .   One cos t -
imposing approach would be  to  d i rec t ly  l ink  U.S. -China  re la t ions ,  
poss ibly  even a  broader  economic  re la t ionship ,  to  Chinese  
in ternat ional  behavior .   The role  of  the  Uni ted  Sta tes  as  the  guarantor  
of  the  in ternat ional  order  i s  a  g lobal  publ ic  good,  which is  hugely  
benef ic ia l  to  Bei j ing,  so  they do have an  in teres t  in  s tabi l i ty  and 
secur i ty  as  we do.  
 But  China 's  c l ients  are  among the  most  dangerous  potent ia l  and 
immedia te  threa ts  to  that  internat ional  order .   There 's  a  cos t  to  us  of  
responding to  the  bad behavior  that  China 's  c l ients  exhibi t ,  and i f  the  
Chinese  don ' t  see  a  reward for  act ing responsibly ,  maybe they would 
bet ter  see  the  s i tuat ion the  way we do i f  there  were  costs .  
 I  would  say there 's  poss ibly  a  more  ef fec t ive  and less  
confronta t ional  approach i f  we take  a  cos t - imposing s t ra tegy towards  
China 's  c l ients .   Bei j ing might  cont inue  to  tolerate  the  I ranian nuclear  
project ,  but  i t  can ' t  rea l ly  guarantee  Tehran 's  des i re  to  become a  
regional  hegemon,  and s imi lar ly  wi th  s l ight ly  more  c lever  s ta tecraf t  
and forceful  leadership  on our  par t  than we 've  exhibi ted thus  far ,  say 
an  in ternat ional  coal i t ion  of  the  wi l l ing for  Darfur ,  might  be  cobbled 
together .  
 The bas ic  idea  would  be  to  deny to  the  rogue regimes  themselves  
the  benefi t s  of  being a  Chinese  c l ient ,  and I  think that  would  have a  
dramat ic  effec t  in  devaluing th is  quasi -c l ient  re la t ionship,  because  i t ' s  
my view that  the  rogue regimes  or  the  in ternat ional  bad actors  value  
th is  much more  than the  Chinese  ac tual ly  do.  
 So to  real ly  sum up the  approach I 'm recommending is  to  deal  
d i rec t ly  wi th  the  bad geopol i t ica l  effec ts  of  Chinese  "c l ient i t i s ,"  i f  I  
can invent  that  te rm.   I  th ink i t  wi l l  be  less  confrontat ional i s t ,  d i rec t ly  
confrontat ional  to  Bei j ing.   I t  would have some effect  other  than 
s imply  to  encourage China  to  behave in  the  ways  that  we would l ike  
them to  behave,  and of  course ,  i t  would  actual ly  deal  wi th  a  number  of  
jus t  awful  s i tua t ions  that  not  only f rust ra te  American in teres ts  but  
contr ibute  to  ins tabi l i ty  and to  v iolence  throughout  the  world .  
 To rea l ly  jus t  quickly  sum up,  I  think th is  i s  an  important  tes t  for  
the  Uni ted Sta tes  and for  the  internat ional  sys tem.   A sys tem that  can ' t  
deal  wi th  Rober t  Mugabe or  Hugo Chavez or  even the  I ranian c ler ics  or  



 

 

face  down ethnic  c leansing in  Afr ica  doesn ' t  look l ike  an internat ional  
sys tem that  can robust ly  accommodate the  r i se  of  China  to  great  power  
s ta tus .  
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 So a  lo t  of  the  quest ions  about  what  China 's  ro le  in  the  world  
wi l l  be  going forward depends  on how the  in ternat ional  sys tem and the 
Uni ted  Sta tes  respond to  th is  ef fec t  caused a lmost  exclus ively  by 
China 's  pursui t  not  only  of  energy resources  but  o ther  nat ional  
resources  that  has  the  ef fec t  of  promot ing the  wors t  k ind of  behavior  
f rom the  wor ld 's  worst  regimes  in  ways  tha t  are  increas ingly  dangerous  
and violent .    
 HEARING COCHAIR VIDENIEKS:   Wrap i t  up ,  p lease .  
 MR.  DONNELLY:  Yes .   I ' l l  jus t  s top there  then.  
[The s ta tement  fo l lows: ]  

 
Prepared Statement  of  Mr.  Thomas Donnel ly ,  Resident  Fel low in 

Defense  and Foreign Pol icy  Studies ,  American Enterprise  Inst i tute ,  
Washington,  D.C.  

 
Chairman Bartholomew, it is a great pleasure to appear before you, my former commission 

colleagues and the members newly named this year.  The commission’s past work and, I am sure, your 
work this year perform a unique function for Congress; there is no other body which considers the totality 
of U.S.-China relations as does the commission.  If the commission did not exist, we should want to invent 
it. 
 

You have asked me to testify today to suggest policies our government might adopt based upon 
the strategic consequences of China’s rising energy consumption.  While I am aware that the Commission 
heard a panel’s worth of testimony yesterday on what those strategic consequences are, please permit me a 
brief digression to summarize my views on the matter.  It may help place the subsequent policy 
recommendations in a more complete perspective.  And, because I intend to try to adhere to the seven-
minute rule I will offer a broad approach, a way of thinking about an American response, rather than a 
compendium of particular policies. 
 
 In a nutshell, China’s rising energy consumption already has had a number of strategic effects.  
The most obvious is the effect on the price of energy resources themselves; to modern, industrial 
economies the price of energy is itself a semi-strategic matter.  Demand for energy, especially that 
generated from the fossil fuels of the Middle East, is accelerating faster than the ability to discover and 
develop it.  If the theory of market economics were purely true, the People’s Republic would share with the 
United States a similar, possibly even a more enthusiastic, commitment to ensuring cheap and plentiful 
energy supplies.  The economic dimensions of this question I will leave to professional economists – as I 
will leave the quasi-strategic dimensions of environmental concerns to my fellow panelists – but it does 
lead me to a consideration of the geopolitical effects of Chinese energy policies.  These, I think, are the 
most immediate and compelling issues that ought to shape any American policy response.  As things now 
stand, the effects of rising Chinese energy consumption is simply a reflection of the larger effects of 
China’s rise as a global great power. 
 
 This is only to try to begin to see things the way China does.  It has become increasingly clear in 
recent years that Beijing views questions about energy resources from a geopolitical perspective – that is, 
involving other factors than just the price – whereas the United States believes that such resources are 
simply commodities and therefore governed by the hidden hands of markets.  This divergence represents a 
major asymmetry in American and Chinese strategy-making; in my view, this asymmetry is something that 



 

 

can work to our advantage. 
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 The problem is that China’s approach to natural resources has the effect – if not also the intent – of 
giving succor to a collection of rogue states that stand outside the norms of international society and seek to 
frustrate the United States: Sudan, Iran, Zimbabwe and Venezuela, for example.  It is also likely to 
encourage bad behavior on the part of states like Nigeria that are not hostile to America or the larger 
international community but that are corrupt and institutionally weak.  The most important question for the 
United States is how to mitigate these deleterious effects.  The strategic stakes could not be higher: this 
represents a challenge to the cohesion of international society and to the America’s role in the world. 
 
 Thus far, U.S. policy, built around the hope of engaging Beijing as a “responsible stakeholder,” 
has been to encourage China to behave better – say, by joining in U.N. efforts to end the genocide in Darfur 
or to restrict Iran’s nuclear program.  A variation on this theme is the slightly paternalistic effort to try to 
explain to Beijing what its true interests are – as though we in Washington better understand Chinese 
desires than the Chinese themselves do.  To date, this approach has not produced much in the way of 
results; indeed, the number and nature of the problems seems to be getting worse.  Iran is not only 
developing its nuclear capabilities, it is playing an aggressive and destabilizing role across the region, in 
Iraq and in Lebanon.  China shows no interest in reining in any of its clients.  Beijing does not appear to 
value the rewards of acting in the ways we think reflect their international responsibilities. 
 
 The undeniable shortcoming of current U.S. policy is that it only offers rewards; it imposes no 
costs.  One cost-imposing approach would be to more directly link U.S.-China relations, perhaps even 
including economic relations, to Beijing’s international behavior.  The role of the United States as 
guarantor of today’s international order is a global public good – something uniquely beneficial to Beijing.  
China’s clients include a number of the most serious threats to international security.  If the People’s 
Republic does not see a real reward for acting responsibly, it may better see the costs of failing to do so. 
 
 But perhaps a more effective and less confrontational approach is to impose costs on China’s 
clients.   Beijing might continue to tolerate the Iranian nuclear project, but it cannot really guarantee 
Tehran’s bid for regional hegemony.  Similarly, with a modicum of clever but forceful leadership on the 
part of the United States, an international “coalition of the willing” might be cobbled together to act in 
Darfur.  Strong support for Columbia and a renewed commitment to diplomacy and democracy-promotion 
in Latin America would do much to frustrate Hugo Chavez’s ambitions.  These rogue regimes are 
fundamentally weak and already internationally isolated.  They need China much more than China needs 
them.  By dealing more effectively with such regimes, we would be lessening the value of posing as a 
Chinese client state. 
 
 China’s approach to securing the energy supplies it needs is one of the clearest demonstrations that 
Beijing wishes to change the international system to meet its political and strategic needs rather than 
accommodate itself to the order – the remarkably free and liberal order – that now exists.  Rather than 
pleading with China to comply with international norms, or to meet its international obligations, or 
lecturing it about its real interests, the United States and its allies – the real responsible stakeholders – 
should strengthen the system that we have built together over the past half century.  But a system that 
cannot withstand the challenges of Robert Mugabe or Hugo Chavez, or the Iranian clerics, or act effectively 
in the face of ethnic cleansing in Africa, will be hard pressed to withstand the pressures that a rising China 
will place upon it. 
 
 The question you are asking today – what to do about China’s mercantilist attitudes toward energy 
supplies – are the precursors to larger questions about other kinds of natural resources and, at root, one of 
the largest questions of our time, that of China’s rise.  The answer to that question lies less in the 
malleability of Chinese attitudes than in the strength of the principles that preserve liberty and give order to 
international society.  
 



 

 

 Thank you for inviting me to appear before you.  I look forward to your questions. 
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 HEARING COCHAIR VIDENIEKS:   Thanks .   Dr .  Logan.  
 

STATEMENT OF DR. JEFFREY LOGAN 
SENIOR ASSOCIATE, WORLD RESOURCES INSTITUTE, 

WASHINGTON, D.C.  
 

 DR.  LOGAN:  Thank you very  much,  Chairman Bar tholomew,  
Vice  Chairman,  Commiss ioners .   Good morning and thank you for  
invi t ing  me to  tes t i fy  this  morning on Chinese  energy col laborat ion.   
My name is  Jef f rey  Logan,  and I 'm a  Senior  Associa te  a t  the  World  
Resources  Ins t i tu te  here  in  Washington,  D.C.    
 Yesterday,  we heard  Lee Schipper ,  a lso  f rom WRI,  g ive  
tes t imony,  so  I  wi l l  not  belabor  a  greater  in t roduct ion to  our  
organizat ion.    
 One of  the  grea tes t  chal lenges  over  the  coming decades wi l l  be  
for  countr ies  to  ac t  in  concer t  to address  the  l inked chal lenges  of  
g lobal  c l imate  change and energy secur i ty .   These  are  l inked problems 
and they cannot  be solved in  i sola t ion f rom one another .  
 The U.S.  and China  are  key to  any solut ion as  they together  
consume about  one- th i rd  of  the  global  o i l  supply  and emit  four- tenths  
of  a l l  greenhouse  gas  emiss ions .    
 I 'm here  today to  ta lk  about  U.S. -China  energy cooperat ion.   The 
most  impor tant  thing the  U.S.  can do to  mi t igate  the  impacts  of  China 's  
recent  enormous growth in  energy demand is  to  lead by example .   The 
U.S.  must  demonstra te  that  i t  can address  energy secur i ty  and c l imate 
change s imul taneously  wi thin  a  thr iv ing economic context .  This  i s  our  
most  powerful  tool .   Without  th is  leadership,  no  incrementa l  shi f t  in  
technical  ass is tance  or  pol icy  dia logue wi l l  ge t  the  t rac t ion i t  needs to  
he lp move China  on to  a  fundamental ly  d i f ferent  course .  
 Given greater  U.S.  weal th ,  cumulat ive emiss ions  and rel iance  on 
global  energy markets ,  this  leadership  i s  a  prerequis i te .   I 'd  l ike  to  
make one point  about  cumulat ive  emiss ions  before  moving on to  more 
pract ica l  areas  of  col laborat ion.  
 I t ' s  widely  acknowledged that  China  wi l l  surpass  the  U.S.  as  the  
wor ld 's  la rges t  emit ter  of  greenhouse  gas  emiss ions  very  soon.   But  i t ' s  
a lso  impor tant  to  remember  tha t  carbon dioxide ,  af ter  being emit ted ,  
l ives  in  the  a tmosphere  for  100 years  or  more .   So f rom this  
perspect ive ,  over  the  per iod 1920 to 2020,  the  Uni ted  Sta tes  wi l l  have 
emit ted  more  than twice  as  much carbon dioxide  in to  the  a tmosphere  as  
China .   I t  wi l l  thus  be  many decades  before  China  surpasses  the  Uni ted  
Sta tes  as  the  largest  emit ter ,  and the  char t  in  my wri t ten  tes t imony I  
th ink i l lus t ra tes  this  point  v ividly .  



 

 

 So I 'd  l ike  to  touch on four  se lected areas  of  potent ia l  U.S.  and 
China  coopera t ion this  morning:  energy ef f ic iency;  energy secur i ty;  
c lean coal ;  and renewables .  
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 As  Ms.  Finamore  noted,  ef for ts  to  improve the  ef f ic ient  use  of  
energy are  the  most  powerful  measures  China  can take  to  meet  i t s  
development  goals ,  improve global  energy secur i ty  and reduce 
greenhouse  gas  emiss ions .   Benef i t s  of  improved eff ic iency accumulate  
over  t ime.   China 's  uniquely  low energy- to-GDP ra t io  dur ing the  1980s  
and 1990s help  offse t  the  need to  burn mi l l ions  of  tons  of  coal .  
 Some of  that  benefi t  has  been offse t  in  recent  years ,  but  China 
has  p laced def ic iency,  now in  a  pol i t ica l  way,  back a t  the  top of  i t s  
domest ic  energy pol icy  agenda.   
 China 's  eff ic iency ef for ts  are  t ied to  larger  g lobal  interes ts .   The 
e lect r ic i ty  shor tage of  2003 to  2005,  as  we now know,  resul ted  in  the  
need for  substant ia l  o i l - f i red backup power  generat ion a t  Chinese  
fac tor ies  and contr ibuted to  the  surge  in  impor ted oi l  products  in  2004.   
This  phenomenon demonstra tes  that  China 's  largely  homegrown and 
in ternat ional ly  insulated  power  sec tor  can affec t  the  pr ice  of  corn  in  
Iowa.  
 I t  i s  in  the  U.S.  nat ional  in terest  to  help China  meet  i t s  
ambi t ious  energy eff ic iency target  and,  as  Ms.  Finamore  ment ioned,  
that  i s  to  lower  energy in tensi ty  by 20 percent  by 2010.  
 The U.S.  should  suppor t  capaci ty  bui ld ing effor ts  to  provide  the  
business ,  f inancia l  and regulatory  ski l l s  needed to  promote  market -
based energy eff ic iency projects  and performance s tandards  in  China .  
 Special  emphasis  i s  needed to  improve t ransparency in  the  
re la t ionship  between energy,  economic act iv i ty  and greenhouse  gas  
emiss ions .  
 WRI recent ly  in i t ia ted  a  project  to  in t roduce the  greenhouse  gas  
protocol  in to  China .   The Protocol ,  which was  developed by WRI and 
the  World  Business  Counci l  on Susta inable  Development ,  i s  a  widely  
used methodology to  measure  energy use  and greenhouse  gas  
emiss ions ,  and i t  serves  as  a  foundat ion for  carbon markets  and t rade .   
We are  get t ing  surpr is ing interes t  in  this  product  f rom the  Chinese .    
 On energy secur i ty ,  there  i s  a  need to  bet ter  integra te  China  in to 
the  g lobal  energy sys tem.   Greater  par t ic ipat ion in  the  IEA,  G8 and 
other  g lobal  bodies  tha t  coordinate  energy and c l imate  d ia logue would  
give  China  a  greater  s take  in  the  outcomes.   
 The U.S.  needs  to  accelera te  h igh- level  d ia logue wi th  China  to  
ensure  tha t  each other 's  in tent ions  and concerns  are  unders tood more  
c lear ly .   Without  ac t ion,  China  wi l l  l ikely  cont inue  inves t ing in  and 
cour t ing re la t ions  wi th  countr ies  tha t  have  dramat ical ly  d i f ferent  wor ld 
views than our  own.  
 China  wi l l  a lso  cont inue t ry ing to  bui ld  energy secur i ty  through 



 

 

par t ia l  solut ions  l ike  coal- to- l iquids .   And i t  wi l l  use  i t s  newly bui l t  
S t ra tegic  Pet roleum Reserve  not  in  concer t  wi th  o ther  s tock-pi lers  to  
maximize  the  shared publ ic  good but  to  inf luence narrower  pol i t ica l  
in teres ts  a t  home.  
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 The U.S.  has  severa l  ef for ts  underway to  d iscuss  energy secur i ty  
concerns  wi th  China .   To be  f rank,  we lack credibi l i ty  wi th  the  Chinese  
because  we don ' t  a lways  walk  the  ta lk .   Unocal ,  CAFE and Kyoto are  
examples  of  th is  tha t  the  Chinese  of ten  c i te .  
 The U.S.  needs to  demonst ra te  s incer i ty  through domest ic  ac t ion 
before  China  wi l l  be  compel led  to  act .   Confidence  bui ld ing measures  
are  needed to  rega in  t rac t ion.    
 The U.S.  could  l ink a  s ignif icant  increase  in  i t s  Corporate  
Average Fuel  Eff ic iency s tandards ,  for  example ,  wi th a  rec iprocal  
ac t ion in  China  such as  greater  energy data  t ransparency.   Fol low-on 
measures  could  bui ld  f rom these  s tar t ing  points .    
 Now,  the  thi rd point :  c lean coal .   China 's  use  of  coal  i s  key to  
our  abi l i ty  to  hold  greenhouse  gas  concentra t ions  a t  a  level  that  avoids  
the  most  devasta t ing  impacts  of  c l imate  change.  
 In  the  las t  three  years  a lone ,  China  has  ins ta l led  about  200 
gigawat ts  of  new coal- f i red  power  p lants  tha t  emit  a  b i l l ion  tons  of  
carbon dioxide  each year .   This  i s  long- l ived infras t ructure  and our  
g lobal  carbon budget  cannot  absorb  th is  level  of  expansion for  long.    
 A number  of  b i la tera l  and mul t i la tera l  ef for ts  are  underway to  
speed the  deployment  of  carbon capture  and sequest ra t ion in  China.   
Before  we can expect  China  to deploy CCS widely ,  however ,  
indust r ia l ized countr ies  l ike  the  U.S.  must  f i rs t  prove that  i t  can be  
done safe ly  and under  a  v iable  business  model  here .  
 The U.S.  should  thus  suppor t  on  a  much larger  sca le  the  domest ic  
demonstra t ion projects  and pol ic ies  that  are  needed to  answer  
remaining quest ions  about  CCS.    
 China  is  ac t ively  developing indust r ies  around renewable  energy 
technology and has  se t  aggress ive  targets  for  i t s  deployment .   The 
nat ional  renewable  energy law offers  some incent ives  for  i t s  use .    
 Despi te  th is  progress ,  renewables  wi l l  cont inue to  make up a  
re la t ive ly smal l  f rac t ion  of  the  energy mix in  China  over  the  next  few 
decades .   In ternat ional  col laborat ion wi th China  to  fur ther  
commercia l ize  wind,  solar ,  b iomass  and other  renewable  energy 
technologies  could  pay s ignif icant  d ividends .   
 Chinese  manufacturers  can dr ive  cos t  reduct ions  that  make 
poss ible  more  wide  scale  penetra t ion of  these  c lean opt ions  around the  
world .   Many exis t ing in ternat ional  fora  such as  the  U.N.  Framework 
Convent ion on Cl imate  Change and the  WTO are  being underut i l ized as  
oppor tuni t ies  to  d iscuss  key issues  surrounding renewable  energy 
technology t ransfer  including the  ro le  governments  can play  in  



 

 

fac i l i ta t ing the  shar ing and protec t ion of  in te l lec tual  proper ty  r ights .  
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 In  conclus ion,  China  must  be  par t  of  any global  response  to  
c l imate  change and energy insecur i ty .   The U.S.  wi l l  a lmost  cer ta inly  
need to  ac t  f i rs t ,  however ,  g iven i t s  greater  weal th ,  resource  
endowments  and his tor ica l  emiss ions .   Whi le  there  i s  growing federal  
suppor t  to  put  a  b inding cap on greenhouse  gas  emiss ions  in  th is  
country ,  China presents  both  real  and perceived threats  to  our  
uni la teral  act ion .  
 The potent ia l  impacts  on t rade  that  would  resul t  f rom an 
asymmetr ica l  carbon regime,  for  example ,  must  be  more  thoroughly  
considered.   Ear ly  s tudies  suggest ,  however ,  that  only  a  few U.S.  
sectors  would  be  affected by carbon intensive  Chinese  impor ts .   
Pol ic ies  could  be  developed to  address  these  impacts .  
 The U.S.  could  in tens i fy  coopera t ion wi th  China  on a  var ie ty  of  
c lean energy opt ions .   Four  have been discussed here .   But  successful  
col laborat ion wi l l  require conf idence  bui ld ing measures  tha t  overcome 
mis t rus t  and a  sense  of  ins incer i ty .  
 By demonstra t ing domest ic  ac t ion to  improve global  energy 
secur i ty  and mi t igate  greenhouse  gas  emiss ions,  the  U.S.  could  ini t ia te  
that  new-found t rus t .   Thank you.  
[The s ta tement  fo l lows:] 10   

 
PANEL VII:   Discuss ion,  Quest ions  and Answers  

 
 VICE CHAIRMAN BLUMENTHAL:  Thank you a l l  for  your  
tes t imony.   We 've  heard ,  as  Tom Donnelly  has  sa id ,  s ix  panels  so  far ,  
so  we are  developing some sor t  of  pic ture ,  some sor t  of  
inconsis tencies ,  but  i t  seems l ike  there 's  a  context  to  a l l  of  this  tha t  
when Dr .  Logan and Ms.  Finamore  say that  there  i s  pol i t ica l  wi l l  in  
China .    
 There 's  a  host  of  pr ior i t ies  tha t  we 've  heard  about .   The f i rs t  and 
foremost  i s  keeping the  economy going and making sure  tha t  jobs  are  
created and making sure  the  regime s tays  in  power .   Then we 've  heard  
tes t imony f rom Mr.  Donnel ly  and others  beforehand about  o ther  types  
of  secur i ty  pr ior i t ies .   I  wonder  whether  you get  the  sense that  there  i s  
pol i t ica l  wi l l  as  compared to  a l l  the  other  cr ises  and day- to-day pul ls  
on the  leadership  and a lso  in  the  context  of  suspicion of  the  Uni ted  
Sta tes ,  some of  which we can ' t  do  anything about ,  and the  i ssues  of  
Taiwan.  
 I  don’ t  th ink that  coopera t ive  programs in  the  world  wi l l  ever  
convince the  Chinese  that  we ' re  going to  be  t rus tworthy on the  Taiwan 
issue .    

 
10 Click here to read the prepared statement of Dr. Jeffrey Logan 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/logan_testimony.pdf
http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/logan_testimony.pdf


 

 

 I 'm very  cur ious  about  th is  i ssue  of  pol i t ica l  wi l l  or  th is  i ssue  
that  the  Chinese  are  going to  lay  out  the  costs  necessary  to  do some of  
the  th ings  that  you 've  ment ioned when there  are  so  many other  
pr ior i t ies  in  China  and the  larger  context  i s  one of  general ized 
suspic ion about  geopol i t ica l  i ssues  v is-à-vis  the  Uni ted  Sta tes?   That 's  
for  e i ther  of  you or  that ' s  for  a l l  three  of  you real ly .  
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 MS.  FINAMORE:  I 'd  be  happy to  take  a  crack a t  tha t .   I t  
cer ta in ly  depends  upon the  i ssue .   There  are  many,  many issues .   
You 've  descr ibed a  number  of  them on which there  i sn ' t  pol i t ica l  wi l l .   
I 'm only  referr ing to  energy eff ic iency.   I  have  seen a  change in  the  
centra l  government  level  over  the  17 years  I 've  been working in  China.   
I  have never  seen such a t tent ion to  energy eff ic iency.  
 We 've  been promot ing these  i ssues  in  China for  over  ten  years ,  
and have had to  go to  meet ing af ter  meet ing,  hos t  conferences ,  pay for  
them ourselves ,  pay to  br ing s tudy groups  to  the  U.S. ,  t ry  to  ta lk  to  
them about  these  i ssues  and get  very  nice  response .  
 But  dur ing a  per iod where  there  was  energy abundance,  i t  was  
not  of  grea t  interes t .   That  has  a l l  changed in  the  pas t  couple  of  years .   
I  th ink what  t r iggered i t  was  nat ionwide energy shor tages  that  China 
exper ienced over  the  las t  three  or  four  summers .   I  th ink there  are  a lso 
other  i ssues  a t  p lay  here  in  tha t  China i s  beginning to  fee l  the  heat  of  
in ternat ional  pressure  to  do something about  i t s  carbon emiss ions ,  and 
so  i t  i s  focused on energy eff ic iency as  one  way.  
 China  came out  wi th a  Nat ional  Cl imate  Act ion Plan las t  week 
that  fea tured energy eff ic iency.   I  th ink i t ' s  a l so  beginning to  be  
concerned about  the  environmenta l  impacts  of  i t s  energy use ,  but  I  
want  to  say  here 's  some other  evidence  of  th is :  China  set  th is  20  
percent  energy in tens i ty reduct ion goal  2005 to  2010 af ter  the  f i rs t  
year  i t  d idn ' t  meet  i t .  
 This  shor t fa l l  got  repor ted  around the  world .   I t  was  
embarrassing to  China 's  internat ional  image,  and as  a  resul t ,  the  
Premier  Wen J iabao went  on nat ional  te levis ion for  over  an  hour  to 
bera te  the  country  for  i t s  fa i lure  to  meet  those  goals  and sa id  i f  they 
don ' t  meet  i t  by  the  end of  th is  year ,  heads  are  going to  ro l l .  
 So I  see  that  as  a  b ig  change.   When I  say  pol i t ical  wi l l ,  i t ' s  
impor tant  to  d is t inguish  between the  cent ra l  government  level ,  which 
in terest ingly  enough is  taking the lead  on this ,  and the local  
governments  responsible  for  implementa t ion,  where  th ings  of ten  fa l l  
shor t .   So the  key is  to  get  the  local  governments  ac t ing  to  implement  
nat ional  pol ic ies .  
 One of  the  th ings they ' re  s tar t ing to  do is  to  develop a  new 
sys tem of  ra t ing the  job performance of  provincia l  leaders ,  not  jus t  on 
how wel l  they grow the  economy of  the i r  province  or  c i ty ,  but  on how 
wel l  they meet  these  nat ional  targets .  



 

 

 VICE CHAIRMAN BLUMENTHAL:  Jus t  to  fo l low up that  
s t rand.   We were  in  nor theas t  China .  They were  ra t ing thei r  par ty  
secre tary  on how quickly  he  bui l t  h is  infrast ruc ture .  

 

 
 
 
  

- 220 -

 

 MS.  FINAMORE:  Right .  
 VICE CHAIRMAN BLUMENTHAL:  And I  would  imagine  that  
he 's  got  a  good future .   I  would  a lso  imagine  that  implementa t ion of  
new bui ld ing energy codes  is  very  expensive  versus  jus t  bui ld ing a  
bui ld ing;  r ight .   So there  are  some t radeoffs .   When you ' re  in  nor theast  
China  and you see  that  the  par ty  secre tary  i s  going to  get  promoted by 
how quickly  he  bui lds  up nor theast  China versus  bui ld ing c lean 
bui ld ings  or  energy codes ,  i t  s t i l l  seems to  me that  I  haven ' t  seen that  
t radeoff  be ing made in  the  form of  laying out  the  cos t  to  have c lean 
energy.  
 MS.  FINAMORE:  Jus t  one  other  example .   You 're  r ight .   How 
wel l  the i r  GDP grows is  a  key measure  of  job  performance,  but  there  
are  ef for ts  underway to  reform the  way in  which GDP is  determined 
through development  of  a  green GDP approach where  the  cos ts  of  
developing that  GDP are  subtracted,  and I  th ink that  i s  another  
welcome effor t .  
 VICE CHAIRMAN BLUMENTHAL:  Thank you.  
 MR.  DONNELLY:  Can I  jus t  actual ly  add one comment?  
 VICE CHAIRMAN BLUMENTHAL:  Yes ,  p lease .  
 MR.  DONNELLY:  I  don ' t  th ink that  energy eff ic iency or  even 
c lean coal  in i t ia t ives  are  inconsis tent  wi th  the  s t ra tegic  approach that  
China  is  taking.   I t ' s  a  l i t t le  b i t  of  a  car ica ture  to  say that  they have 
th is  ques t  for  energy autarky,  but  there  i s  some aspect  of  tha t ,  so  to  the  
degree  to  which the  Chinese  fee l  themselves  less  vulnerable  to  an  
in ternat ional  energy market ,  and when they re ly  par t icular ly  on energy 
suppl ies  f rom unstable  p laces ,  the  abi l i ty  to  get  the  b iggest  bang for  
BTU or  to  develop thei r  own coal  suppl ies  or  something l ike  that  I  
th ink would have s t ra tegic  appeal  to  Chinese  leadership.  
 VICE CHAIRMAN BLUMENTHAL:  Thanks .  
 COMMISSIONER FIEDLER:  I  have two quest ions .   One,  what  
ro le  does  corrupt ion play in  the  Chinese  pol lu t ion problem and the  
f ixes  necessary  to  solve the  problems? 
 We heard  yes terday about  unl icensed plants  going up.   We've  
long read about  i l legal  mines .   We have long read about  no local  
enforcement  of  dumping s tuff  in to r ivers .   So  what  role  does  
corrupt ion play in  th is  process ,  and what  i s  the  prospect  for  f ix ing i t?  
 DR.  LOGAN:  I ' l l  s tar t  off  wi th  th is  to  make a  few remarks .   I 'm 
sure  my col leagues  wi l l  chime in .   I  th ink the  di f ference between 
corrupt ion and the  lack of  enforc ing laws is  a  fa i r ly  b ig  d is t inct ion 
there .   The amount  of  corrupt ion that  probably  is  underway or  that  
occurs ,  which a l lows i l legal  mines  to  cont inue opera t ing or  tha t  a l lows 



 

 

fac tor ies  to  pump pol lu tants  in to  water  or  the  number  of  coal  p lants  
that  are  bui l t  wi thout  the  r ight  permits ,  most  of  tha t  i s  probably  just  
due  to  ins t i tut ional  fa i lure  more  than outr ight  corrupt ion in  my view.  
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 But  c lear ly ,  i t ' s  happening.   I t ' s  not  to  say that  corrupt ion isn ' t  
common in  the  energy and environmenta l  sectors  in  China .  
 MS.  FINAMORE:  I 'd  a lso  say  that  there 's  a  lo t  of  incent ives ,  
shal l  we say,  for  local  governments  to  look the  o ther  way when thei r  
pol lu t ing fac tor ies  are  shut  down yet  cont inue to  opera te .   I  don ' t  know 
as  much corrupt ion as  the  fact  that  they have  a  f inancia l  in terest  in  the  
fac tor ies  or  they own shares  in  i t .  
 COMMISSIONER FIEDLER:  I  don ' t  know how you 're  def in ing 
corrupt ion,  but  general ly  i t ' s  def ined as  f inancia l  in teres ts .  
 MS.  FINAMORE:  Yes .   Wel l ,  f inancia l  in teres t  in  meaning they  
own shares  in  the  fac tory  themselves ,  not  rea l ly  corrupt ion.  
 COMMISSIONER FIEDLER:  Yes ,  I  unders tand.  
 MS.  FINAMORE:  I t  i s  a  confl ic t  of  in teres ts .  
 DR.  LOGAN:  Looking the  other  way.  
 COMMISSIONER FIEDLER:  Conf l ic t  of  in teres t  and corrupt ion 
dis t inc t ions  on scale  in  China  are  s tr ik ingly  not  that  d i f ferent ,  in  the  
sense  that  i f  I  have a  f inancia l  interest  in  a  fac tory ,  I 'm a  local  
government  and I 'm the  Par ty  leader ,  and I  want  to  make money on i t ,  I  
therefore  do not  enforce  the  law.  
 MS.  FINAMORE:  Correct .  
 COMMISSIONER FIEDLER:  I  don ' t  know how you def ine  
corrupt ion,  but  I  th ink that ' s  corrupt ion.   And that ' s  sys temic  is  what  
I 'm unders tanding,  and so  I 'm t ry ing to  get  a t  whether  or  not  there 's  
any prospect  of  success  on an environmenta l  level  wi thout  solving the  
corrupt ion problem? 
 MS.  FINAMORE:  I t  i s  a  ser ious  problem.   You can ca l l  i t  
whatever  you want ,  but  the  fac t  that  the  government  owns shares  in  
enterpr ises  i s  a  ser ious  impediment ,  and one way to  solve that  i s  
ins t i tu t ional ly  because  the  government  bodies  and the  off ic ia ls  
responsible  for  enforc ing the  envi ronmenta l  laws are  the  
Environmental  Protect ion Bureau off ic ia ls ,  which are  os tensibly  under  
the  State  Environmenta l  Protect ion Agency ra ther  than the  local  
governments  that  own the  shares .  
 But  the  local  governments  are  the  ones  that ,  in  fac t ,  h i re  and pay 
those  local  off ic ia ls ,  and removing that  bond would  give  the  
environmenta l  protect ion off ic ia ls  more  independence and abi l i ty  to  
enforce  the  laws regardless  of  the  views of  the  f inancial  in terests  of  
the  local  government .  
 COMMISSIONER FIEDLER:  Let  me ask a  second quest ion.   I  
s t i l l  have a  minute  or  two.   We heard  yes terday,  Mr.  Donnel ly ,  from 
one of  the  energy exper ts  tha t  the  Chinese  pursui t  of  ownership  of  



 

 

sources  of  energy is  fu t i le .   And that  i t  wi l l  be  a  long t ime or  maybe 
they haven ' t  succeeded in  protect ing thei r  own sea  lanes  wi th  thei r  own 
navy,  and they might  not  be able  to  ever  do tha t  in  the  Indian Ocean 
unless  they were  to control  Taiwan.  

 

 
 
 
  

- 222 -

 

 So  i t  seems that  the i r  interes ts  are  going to  be  d i f f icul t ,  i f  not  
imposs ible ,  to  sa t i s fy  on energy,  tha t  they wi l l  have to  depend on the ,  
l ike  the  res t  of  us ,  on  the  in ternat ional  energy market  to  produce fuel .    
 MR.  DONNELLY:  I  would  say that ' s  a  widely  held  view amongst  
economists  and i t  may actual ly  be  t rue  in  the  long run.  
 However ,  in  the  inter im,  tha t  doesn ' t  mean that  there  wouldn ' t  be  
geopol i t ica l  consequences  of  Chinese  a t tempts ,  fu t i le  or  successful ,  to  
seek energy autonomy.   I t ' s  very  di f f icul t ,  for  example ,  to  expla in  why 
they would bui ld  the  Kazakhstan pipel ine .   I t  cer ta inly ,  absent  the  
record pr ices  for  oi l  tha t  current ly  exis t ,  d idn ' t  make economic sense ,  
but  i t  make a  whole  lot  of  s t ra tegic  sense .  
 So I  don ' t  know for  sure  whether  the  Chinese  wi l l  u l t imate ly  fa i l  
in  th is ,  but  there  could  be  a  lo t  of- -  
 COMMISSIONER FIEDLER:  Fal lout  f rom i t .  
 MR.  DONNELLY:  And again ,  I  would  say there  a l ready have  
been bad consequences  in  the  a t tempt  to  do so .  They jus t  see  things  
d i f ferent ly  than we do.   Where  we see  market  forces  occurr ing,  they 
see  or  smel l  a  h in t  of  American hegemony.   So I 'm s imply t ry ing to  
expla in  thei r  behavior ,  and whether  thei r  s t ra tegy is  u l t imately  a  fu t i le  
one ,  i t  wi l l  be  a  long t ime before  we know that .  
 COMMISSIONER FIEDLER:  Thank you very  much.  
 HEARING COCHAIR VIDENIEKS:   Madam Chair .  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you to  a l l  of  our  wi tnesses  today.   Mr.  Donnel ly ,  i t ' s  n ice  to  see  you 
back wi th  us ,  and Ms.  Finamore  and Dr .  Logan,  i t ' s  real ly  interes t ing 
to  hear  about  your  on- the-ground exper ience  over ,  I  think you sa id  17 
years  of  doing th is ,  and how things  are  changing.  
 I  a lways  f ind i t  in teres t ing when people  ta lk  about  the  
re la t ionship  between the  cent ra l  government  and the  local  
governments .   On some issues ,  the  local  governments  seem to  be  t ry ing 
to  do the  r ight  th ing and they ' re  hampered by the  centra l  government .   
On other  i ssues ,  the  cent ra l  government  seems to be  doing the  r ight  
th ing and is  hampered by i t .  
 I  f ind  myself  constant ly  perplexed about  jus t  how much power  
the  centra l  government  has  and what 's  going on.   I  hold  in  my head the  
fac ts  on  in te l lectual  proper ty  r ights ,  and that  there  i s  no viola t ion of ,  
no counterfe i t ing of  the  Bei j ing Olympics  logos .   You get  the  sense  
that  there  are  some th ings  that  the  Chinese  government  could  exer t  
some more  power  on.   How you get  them to  do i t  i s  I  th ink an ongoing 
chal lenge.  



 

 

 I  was  going to  ask ,  how do you ident i fy  the  oppor tuni t ies  for  the  
cooperat ion to  take  place .   But  Ms.  Finamore ,  you descr ibed i t .   
Through conferences  and meet ings  and networks  and a l l  of  that .  
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 Are  you f inding that  the  ideas  are  now coming more  f rom your  
Chinese  col leagues or  i s  th is  s t i l l  something that  your  organizat ions  
end up having to  p i tch  most  of  the  t ime?  
 MS.  FINAMORE:  There  i s  a  change in  tha t  the  ideas  and 
actual ly  some of  the  push now is  coming f rom the  Chinese  s ide .   For  
example ,  jus t  las t  March,  we were  invi ted  to  a t tend the  nat ional  annual  
energy planning meet ing of  the  J iangsu provincia l  government ,  which 
was  qui te  an  honor .   We were  a  l i t t le  b i t  s tunned because  they spent  
the  meet ing bera t ing us  and saying here 's  our  work plan,  and here 's  
what  we want  you to  do to  get  us  to  meet  th is  ta rget  by  the  end of  the  
year ,  and can you get  us  a  repor t  by next  month?  
 And we were  taken aback.   That  was  the  f i rs t  t ime tha t ' s  
happened.   So that ' s  the  k ind  of  change that  I 'm seeing.  
 CHAIRMAN BARTHOLOMEW:  Dr .  Logan,  any s imi lar- -  
 DR.  LOGAN:  I  would  add to  that  tha t  there 's  t remendous 
compet i t ion  to  work wi th  the  Chinese .   The Austra l ians ,  the  Japanese ,  
a l l  the  Europeans ,  the  Canadians ,  a lmost  a l l  la rge  developing countr ies  
are  t rying to  work wi th  the  Chinese  on th ings ,  and i t ' s  of ten  very  hard 
to  get  them to  agree  to  col laborate  wi th  you in  a  meaningful  and new 
way because  they ' l l  of ten  recycle  exis t ing work or  they ' l l  say  tha t  
they ' re  get t ing more  money f rom someone e lse .   To actual ly  have a  
par tner  who is  capable  to do work wi th  you is  somet imes  a  chal lenge.  
 CHAIRMAN BARTHOLOMEW:  That 's  an interest ing  point  
because  there 's  a  di lemma in  development  genera l ly ,  of  course ,  which 
has  to  do wi th  on- the-ground coordinat ion between mul t i la tera l  
agencies ,  individual  donors  and now clear ly  a  lo t  of  NGOs.   Are  there  
any mechanisms developing even amongst  perhaps  the  non-Chinese  
NGO communi ty  t ry ing to  coordinate  tha t  one  organizat ion is  not  being 
played off  agains t  another ,  but  a l so  that  there 's  an  economy and an 
eff ic iency that ' s  going on?  
 MS.  FINAMORE:  That  was  one of  the  reasons  for  forming th is  
China-U.S.  Energy Eff ic iency Al l iance ,  and we 're  ac tual ly  hoping to  
expand i t  to  include other  countr ies  as  wel l  because  we found,  jus t  as  
Mr.  Logan sa id ,  tha t  there  are  a  lot  of  organizat ions  now throughout  
the  wor ld t ry ing to  do the  same th ing.   We 're  wast ing  our  resources .   
There  i s  so  much that  needs  to  be  done.   The only  way to  rea l ly  
leverage our  resources  i s  to  cooperate ,  so that ' s  one  example  of  what  
we ' re  t ry ing to  do.  
 CHAIRMAN BARTHOLOMEW:  One of  the  d i lemmas that  we 
have found on a  lo t  of  t rade  issues ,  of  course ,  i s  that  i t ' s  not  unknown 
for  the  Chinese  government  to  p i t  one country  agains t  another  in  order  



 

 

to  get  d i f ferent  k inds  of  benef i ts  or  perks  or  get  a  s tand down on 
legis la t ion that  might  be  pending.    
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 Do you th ink you ' re  going to  be  seeing that?   I f  the  Chinese  can 
say to  you,  wel l ,  we can get  a  whole  lo t  more  money f rom the  Dutch or  
f rom the  Norwegians  or  from another  organizat ion?   How do you get  
them also  to  bear  some of  the  cos ts  of  the  programs f rom which they ' re  
benef i t ing?  
 DR.  LOGAN:  I  would say the  Chinese  a l ready do contr ibute  
costs  for  projects  that  they real ly consider  key to  thei r  s t ra tegic  
in teres ts .   For  example ,  the  European Union recent ly  in i t ia ted  a  mul t i -
hundred mi l l ion dol lar  project  to  improve indust r ia l  energy eff ic iency 
in  China ,  and one of  the  requirements  was  that  the  Chinese  government  
contr ibute  "x"  percent  of  cos t  to  that .   I  think they ' re  very  wi l l ing to  
do  that  when they see  i t  in  thei r  s t ra tegic  interes ts ,  and China  i s  no  
longer  a  poor  developing country .   I t  has  t remendous  resources  that  i t  
can  br ing to  focus  i f  i t ' s  in  the  country’s  in terests .  
 CHAIRMAN BARTHOLOMEW:  Yes .   $1 .2  t r i l l ion  of  fore ign 
currency reserves .   Ms.  Finamore ,  any comment  on that?  
 MS.  FINAMORE:  Yes .   I  was  a lso encouraged to  see ,  I  be l ieve ,  
tha t  China  jo ined the  Four teen a l l iance  and that  required a  substant ia l  
f inancia l  contr ibut ion.   So once again ,  th is  i s  a  b ig  change.  I t  was  for  
many years  the  case  of  oh,  we ' re  a  poor  developing country ,  and you 
have to  help  us ,  and that ' s  s t i l l  of ten  the  case ,  I  th ink,  for  development  
of  coal  gas i f ica t ion and carbon capture  and s torage.   They ' re  hoping 
for  internat ional  ass is tance or  development  of  in ternat ional  f inancing 
mechanisms,  s imi lar  to  the  Montreal  Protocols- - for  example ,  or  the  
Clean Development  Mechanism,  to  help  them afford  that  addi t ional  
cost .  
 So  tha t ' s  s t i l l  going to  be the i r  f i rs t  l ine ,  but  when they have to ,  
when i t ' s  made a  condi t ion of  having  to  par t ic ipate  in  an  in i t ia t ive ,   
tha t  they perceive  as  impor tant ,  they wi l l  contr ibute .  
 CHAIRMAN BARTHOLOMEW:  Right .   And,  of  course ,  a  
country 's  budget  i s  a  ref lec t ion of  i t s  va lues .   So we need to  see  that  
th is  mat ters  to  the  Chinese ,  too .   I  recognize  i t  has  consequences  for  
a l l  of  us ,  but  I  th ink that  wi l l  be  important .   Here  I  am the  f i scal  
conservat ive .   Thank you.  
 HEARING COCHAIR VIDENIEKS:   Any more  quest ions?   
Commiss ioner  Houston.  
 COMMISSIONER HOUSTON:  Dr .  Logan,  something you sa id  
rea l ly ,  wel l ,  f rankly  i t  upset  me,  i t  worr ied  me,  and i t ' s  the  second t ime 
I 've  heard  i t  today.   You sa id that  i t  i s  very di f f icul t  for  us  as  the  U.S.  
to  go to  China  and basical ly  te l l  them what  to  do because  we ' re  bad  
ac tors .  
 There  i s  the  concept  of  the  greater  good,  and a l though we t r ip  



 

 

over  ourse lves  a  lo t  in  this  country ,  I  would  cer ta in ly  argue that  both  
the  publ ic  sector  and the pr ivate  sec tor  does  t ry  to  do  the  r ight  thing.   
We are  cut t ing  emiss ions .   We 've  got  c lean a i r  ac ts .   We are  doing a l l  
the  r ight  th ings  and moving a t  leas t  the  r ight  way even i f  we ' re  not  
doing i t  as  quickly  as  we would  l ike  to .  
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 When you ' re  in  China ,  do they say that  to  you,  or  i s  tha t  your  
own feel ing that  we can ' t  rea l ly  have s tanding wi th  them?  I  would 
argue that  any nat ion 's  bad act  i s  the  faul t  and the  responsibi l i ty  of  
that  nat ion.  
 So when you are  there ,  do they say these  th ings  to  you or  i s  tha t  
jus t  sor t  of  your  fee l ing about  the  subject?   And then I  have another  
quest ion for  Mr.  Donnel ly  too.  
 DR.  LOGAN:  Some of  my observat ions  that  suppor t  the 
s ta tements  tha t  I  made were  f rom work that  I  did  wi th  U.S.  Depar tment  
of  Energy and other  government  agencies  for  a  number  of  years  
col laborat ing wi th China  on energy eff ic iency and natura l  gas  
promot ion and th ings  l ike  that .  
 We 've  seen that  the  U.S.  budget  to  suppor t  work in  China  is  
roughly ,  and th is  i s  f rom the  las t  numbers  I 've  seen,  about  a  mi l l ion 
dol lars  a  year  to  focus  on c lean energy and envi ronmenta l  i ssues ,  and 
given what 's  a t  s take  for  us ,  tha t  i s  a lmost  an  ins igni f icant  amount  of  
money.   When a  U.S.  delegat ion goes  to  China ,  and s i t s  down and says  
“we want  to  get  ser ious  about  developing natura l  gas  or  coal  bed 
methane or  enhanced oi l  recovery or  energy eff ic iency in  China ,  le t ' s  
ta lk ,”  and we s i t  and ta lk  for  two days ,  and then nothing rea l ly  ever  
happens  af terwards  because  nei ther  one of  us  i s  ready to  devote 
resources  to  i t ,  then the  Chinese  s tar t  to  get  d is i l lus ioned,  I  th ink,  
about  how s incere  we are  and how ser ious  we are .  
 I 've  heard  f rom a  number  of  people-- I  guess  mainly  more  
westerners  than Chinese- - that  examples  l ike  what  happened wi th  the  
Unocal  deal  and CNOOC, that  we ' re  not  a lways  prac t ic ing what  we 
preach,  and I 'm not  saying that  we ' re  not  a  perfect  country .   I  th ink the  
U.S.  does  ext remely  wel l  in  a  lo t  of  areas .   But  we do send mixed 
messages to  the  Chinese,  things l ike  Unocal ,  things  l ike  not  
par t ic ipat ing  in  a  lo t  of  the  mul t inat ional  col laborat ive  effor ts  l ike  the  
Kyoto  Protocol ,  th ings  l ike  the  fa i lure  to  improve auto  ef f ic iency 
s tandards  in  th is  country  for  the  las t  20  years .   The Chinese  look a t  us 
and they say,  “Wow,  you guys  are  a l l  dr iv ing around in  SUVs and 
you ' re  te l l ing  us  to  cut  back on our  o i l  demand?  That ' s - -okay,  wel l ,  i f  
tha t ' s  how you feel  about  i t ,  but  tha t  doesn ' t  make sense  to  us .”  
 I  th ink i t ' s  impor tant  for  us  to  make sure  we can put  ourse lves  in  
China’s  shoes  and perceive  what  we look l ike  somet imes  because  tha t  
wi l l  rea l ly  help  us  to  be  able  to  s i t  down and ta lk  wi th  each other  more  
ser iously  and t ry  to  rea l ly  unders tand what  the  o ther  s ide 's  perspect ive  



 

 

i s ,  and that ' s  the  foundat ion for  cooperat ion and col laborat ion,  I  th ink.  
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 COMMISSIONER HOUSTON:  Wel l ,  they have--  what  i s  i t - -a  $3 
t r i l l ion  current  account  surplus .  I f  we had that ,  maybe we could  do 
some rapid  improvements  around here  too.  
 Mr.  Donnel ly ,  i t ' s  so  n ice  to  see  you.   I  have  a  quest ion.   Al l  the  
eff ic ient  l ight  bulbs  in  the  wor ld  are  not  going to  save us  i f  some of  
the  bad ac tors  out  there  in  the  world  decide  to  pursue  thei r  vendet ta  
agains t  the  U.S. ,  in  par t icular ,  I ran  who has  sa id th is  qui te  openly .    
 I t  seems to  me that  one  of  the  main  dangers  to  our  nat ional  
secur i ty ,  as  you have  said ,  i s  China 's  energy seeking,  not  because  
China  i s  going to  come a t tack us  tomorrow,  but  China 's  energy seeking 
and the  money that  goes  a long wi th  tha t  energy seeking is  propping up 
a  lot  of  these  regimes  that  don ' t  l ike  us  very  much.  
 In  par t icular ,  a l -Qaeda on i t s  Webzine-- i t  actual ly  has  one--said  
di rect ly  that  Afr ica  was  i t s  next  recrui t ing  target  and that  i t s  goal  was  
to  bui ld  par t icular ly  t ransporta t ion infrast ructure  in  Afr ica  to  
accommodate  i t s  recrui t ing  goals  to come bas ica l ly  and ki l l  us .  
 So when you look a t  the  Sudan and China 's  o i l  inves tment  in  
Sudan and the  infras t ructure  that  goes  a long wi th  i t ,  tha t  causes  me 
great  fear  for  our  secur i ty  that  that  t ra i l  of  money is  making us  far  
more  vulnerable  in  the  world .   So I 'm worr ied  about  this .   I  know a  lo t  
of  people  in  the  U.S.  are  worr ied  about  th is .   I  know you 're  worr ied  
about  this .  
 My quest ion to  you,  i s  anybody e lse  in  the  world  worr ied about  
th is?   Are  o ther  e i ther  democrat ic  nat ions  concerned or  i s  there  any 
ta lk  on the  wor ld  s tage  at  a l l  about  the  impl ica t ions  of  the  money that  
does  go a long wi th  th is  energy seeking?  
 MR.  DONNELLY:  I  would say jus t  in  a  summary way,  there ' s  
not  enough concern on the  par t  of  say European countr ies  who have a  
long exper ience ,  not  a l l  tha t  happy,  in  both  East  and West  Afr ica .   
Many of  the  European-based energy companies  who have a  b ig  
presence,  par t icular ly  in  West  Afr ica ,  have been,  I  think,  re t icent  or  
loathe  to  ra ise  the  quest ion ,  not  necessar i ly  even in  a  case  l ike  Sudan 
where I  th ink the  record  i s  pret ty  c lear .   But  jus t  taking Niger ia  as  an 
example--again  not  a  host i le  government ,  but  a  country  that  has  weak 
governmental  ins t i tu t ions ,  corrupt  governmental  ins t i tu t ions  wi th  a  
growing Is lamis t  fac t ion in  the  country ,  and a  growing Chinese  
presence  as  wel l .  
 So i t  i s ,  I  th ink the  response  to  th is  i s  i t ' s  a  chance for  greater  
in ternat ional  cooperat ion,  and th is  i s  not  jus t  again  what  I  would  
regard  as  an  American issue  or  an exerc ise  in  American power ,  but  an 
oppor tuni ty  for  sor t  of  g lobal  good governance to  help  posi t ively  shape 
the  outcomes in  s ta tes  tha t  are  a t  r i sk  where  Chinese  act ions  may not  
be  malevolent  but  jus t  sor t  of  shor t -s ighted.  



 

 

 So  i t ' s  very  di f f icul t  actual ly  to  get  Americans to  look to  connect  
these  dots ,  as  i t  were ,  and even more  di f f icul t  to  get  o thers  around the  
world .   Even the  most  knowledgeable  fo lks  who may not  be  
government  people ,  but  a lso  the  o i l  companies  who do business  in  
West  Afr ica  and are  cer ta inly pre t ty  sophis t ica ted about  these  i ssues .  
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 HEARING COCHAIR VIDENIEKS:  Okay.   Commissioner  
D’Amato 
 HEARING COCHAIR D'AMATO:  Thank you,  Mr.  Chairman.   
My quest ion is ,  Ms.  Finamore ,  about  the  change in  what  you perceive  
of  e i ther  the  s t rength  of  the  organizat ion or  resources  avai lable  by 
Chinese  environmental  organizat ions or  the  a t t i tude of  Chinese  
off ic ia ls  about  c l imate  change and the  need to  do energy eff ic iency 
in i t ia t ives  a t  the  local  level .  
 I  th ink the  problem in  a l l  the  informat ion and wri t ing that  we 
have has  been bas ica l ly  the  lack of  commitment  to  the  environment  a t  
the  provincia l  level  and a t  the  local  level  over  t ime,  not  jus t  dur ing the  
current  per iod,  but  in  China 's  h is tory .   So I 'd  l ike  to  pursue  a  l i t t le  b i t  
more  about  what  you see  i s  a  change,  and how we can  take advantage 
of  a  s t rengthening a t tent ion or  change in  China?    Do you see  th is  
in  terms of  a  growing organiz ing abi l i ty  of  NGOs and/or  the  
commitment  by pr ivate  ent repreneurs  or  ac tors  a t  the  government  level  
in  the  provincial  level?   Where  i s  the  change and how can we promote  
i t?  
 MS.  FINAMORE:  On the  environmenta l  s ide ,  i t ' s  real ly  a  var ie ty 
of  fac tors .   There  i s  an  increase  in  the  number  and the  abi l i t ies  of  
Chinese  nongovernmenta l  organizat ions .   They ' re  s t i l l  pre t ty  smal l .   
They ' re  under  funded,  but  they ' re  growing in  s ize  and capaci ty ,  and we 
are  in  fac t  working wi th  a  number  of  them to  help  t ra in  them in  the i r  
abi l i ty  to  par t ic ipate  in  environment  decis ion-making.  
 The government  i s  opening the  door  a  b i t  to  a l low th is  type  of  
publ ic  par t ic ipat ion.   I t ' s  developed new regula t ions  for  open 
informat ion and for  hear ings  on environmenta l  impact  assessments .   
That ' s  a l l  very  new,  but  i t ' s  jus t  a  crack and you can imagine  that  the  
government  i s  going to  be  watching very  careful ly  to  see  how this  
works ,  but  I  think they are  doing so because  the  a l ternat ive  to  a l lowing 
the publ ic  to  par t ic ipate  in  environmental  decis ion-making is  v iolent  
protests .   Those  protests  are  growing in  number  and s ize .  
 And I  th ink the  government  rea l izes  i t  has  to  provide  some 
avenue or  that  i s  jus t  going to  get  worse .   So we 're  t ry ing to  take  
advantage of  those  oppor tuni t ies  to  work on regula t ions  on how those  
new par t ic ipatory  oppor tuni t ies  wi l l  be  ac tual ly  implemented and a lso  
to  t ra in  the  NGOs.  
 On the  pr ivate  sector  s ide ,  companies  in  China  and e lsewhere  in  



 

 

the  world  are  seeing oppor tuni t ies  to  make money through investment  
in  c lean technology.   For  example ,  through the  incent ives  now made 
avai lable  through China 's  recent  passage of  the  renewable  energy law.  
China  I  th ink doubled i t s  capaci ty  in  wind energy las t  year ,  and i t  i s  
now one of  the  top s ix ,  I  th ink,  wind energy powers  in  the  world .  
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 There 's  an  explos ion in  the  growth of  solar  power  s imply because  
people  see  an  oppor tunity  for  making money,  in  fac t ,  not  jus t  to  
provide  technology for  the  Chinese  market ,  but  to  produce  i t  more  
cheaply  in  China  and then sel l  i t  worldwide .  
 In  government ,  change I  see  i s  most ly  a t  the  cent ra l  government  
level .   I t ' s  s t i l l  a  problem,  as  you 've  sa id ,  a t  the  centra l  government  
level ,  but  we a t tempt  to  work wi th  key provinces  tha t  see  the  need to  
make change and to  work wi th  them.   There ' s  s t i l l  a  lo t  of  work to  be  
done in  o ther  local  government  levels .   There 's  not  much change there .  
 DR.  LOGAN:  I f  I  could  make one quick point  about  the  
potent ia l  for  greater  leverage through business  ac t ivi t ies ,  especia l ly  of  
mul t inat ional  companies  in  China ,  tha t  could help to  overcome the 
fa i lure  of  the  cent ral  government  to  be  able  to  exer t  cont rol  a t  the 
provincia l  level .  
 One example ,  I  th ink,  i s  seen in  the  U.S.  Cl imate  Act ion 
Par tnership ,  which was  a  recent  announcement  by about  25 major  
corporat ions ,  inc luding BP,  GE,  Alcoa,  Caterpi l lar  and others ,  ca l l ing  
for  a  cap and t rade  system here  in  the  U.S.  Those  companies ,  of  
course ,  a re  a lso  heavi ly  invested  in  the  supply  chain of  China  in 
producing mater ia ls  tha t  again  are  expor ted  in  China .  
 Those  companies ,  even though they are  a t  the  wi l l  somet imes  of  
the  Chinese  government  in  terms of  the i r  inves tments ,  they can send 
s t rong s ignals  to  thei r  own suppl iers  in  China  to  green thei r  opera t ions  
and to  reduce greenhouse  gas  emiss ions ,  for  example .   Those  pr ivate  
sec tor  inves tments  could  be  used,  I  th ink,  to  get  bet ter  t rac t ion a t  the  
provincia l  and local  levels  in  how business  and manufactur ing is  done 
in  China .   
 I f  we demand that  Chinese  products  have a  lower  carbon 
in tensi ty ,  we can send those  s ignals  into  the  supply  chain in  China 
through those  inves tments .  
 HEARING COCHAIR D'AMATO:  Thank you.  
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Second round,  you ' re  f i rs t .  
 CHAIRMAN BARTHOLOMEW:  Thank you.   We ' l l  f ight  over  
our  space  and our  t ime.   I  was  wonder ing i f  you could  e laborate  on 
ways  that  the  WTO could  be  used to  promote  renewable  energy and 
address  some of  these  i ssues ,  and are  these  th ings  on which the  
Chinese  government  would be  cooperat ive?  
 As  you know,  the  WTO is  turning out  to  be  a  b i t  more  of  a  tuss le  



 

 

place  than I  th ink i t  was  or ig inal ly  envis ioned to  be,  and there  are  a  
fa i r  number  of  cases  that  the  U.S.  has  e i ther  f i led or  should  be  f i l ing 
re la t ively  soon.   Is  th is  a  p lace  that  the  U.S.  and China  actual ly  could  
work coopera t ive ly to  achieve  some ends?  
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 DR.  LOGAN:  Let ' s  see .   I 'm not  an  exper t  on  the  WTO, but  I ' l l  
t ry  to  add a  few remarks ,  and I  hope my col leagues  wi l l  chime in .   
China ,  as  you know,  can produce th ings  l ike  wind turbines  for  much 
cheaper  than the  Europeans or  the  Americans.   The qual i ty ,  of  course ,  
i sn ' t  ye t  up to  par ,  but  the  genera l  idea  of  making some energy 
technologies ,  they can do i t  a t  a  low cost .  
 Therefore ,  as  I  noted in  my tes t imony,  there  i s  rea l ly  an  
oppor tuni ty  for  the  Chinese  to  help  spread the  deployment  of  
renewables  around the  world  which are  of ten ,  a t  least  in  the  way that  
current  account ing is  done,  more  expensive  than other  opt ions .   
Whether  or  not  we want  to  ves t  our  economic in teres t  in  the  Chinese  to  
be  the  suppl ier  of  these  technologies  is  another  quest ion.  
 But  there  are  methods ,  I  th ink,  as  were  ment ioned ear l ier ,  to  be  
equi ty  par tners  wi th  Chinese  manufacturers  to  share  in  the  weal th  
that ' s  generated  f rom being the  producer  of  these  things .  There  are  
obviously  in te l lec tual  proper ty  issues  that  a  lo t  of  companies  are  
concerned about .   The WTO might  be  one organizat ion where  the  U.S.  
and China  could  begin  to  share  ideas  more  honest ly ,  but  the  idea  of  
be ing equi ty  par tners  in  the  deal  can a lso  overcome some of  those  
th ings ,  I  th ink.  
 CHAIRMAN BARTHOLOMEW:  Ms.  Finamore ,  Mr.  Donnel ly?  
 MR.  DONNELLY:  I 'm wi l l ing to  specula te  wi th  the  s t ipula t ion 
that  I  don ' t  rea l ly  know what  I 'm ta lking about .  
 CHAIRMAN BARTHOLOMEW:  Ah,  Washington specia l ty ,  a  
fac t - f ree  congregat ion.  
 MR.  DONNELLY:  Yes .   World ' s  foremost  exper t .   But ,  you can 
look a t  the  exper ience  that  we have had wi th  the  WTO, and i f  there  i s  
e i ther  an American or  o ther  internat ional  a t tempt  to  int roduce 
environmenta l  requirements  or  energy ef f ic iency requirements  in to 
t rade  agreements ,  as  was  suggested,  i f  we demand products  that  are  
greener ,  I  would  tend to  th ink that  i t  would  end up being a  forum 
where  those  who weren ' t  keen on the  idea  would tend to  use  the  WTO 
as  a  mechanism to  res is t .  
 CHAIRMAN BARTHOLOMEW:  To block.  
 MR.  DONNELLY:  I  th ink the  WTO is  l ike ly  to  be  a  t ra i l ing 
edge indicator  of  agreements  on energy eff ic iency or  environmental  
in i t ia t ives  ra ther  than a  leading edge or  a  real ly  useful  tool  to  t ry  to  do 
that .   But  that  jus t  i s  based on observing the  nature  of  WTO act iv i t ies .  
 CHAIRMAN BARTHOLOMEW:  Okay.   Thanks .   Dr .  Logan,  you 
a lso  ment ioned conf idence bui ld ing measures ,  and we have some sense  



 

 

of  what  some of  those  conf idence bui ld ing measures  could  be  in  the  
mi l i ta ry  rea lm.   I  wondered i f  you could  e laborate  on what  you th ink 
the  confidence  bui ld ing measures  could  or  should  be  in  the  
environmenta l  and energy rea lm? 
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 DR.  LOGAN:  I  ment ioned one conf idence  bui ld ing measure ,  and 
I  bel ieve  that  the  U.S.  should take  the  f i rs t  s tep ,  a t  leas t  marginal ly ,  in  
any conf idence bui ld ing measure ,  and I  used the  example  of  increas ing 
our  Corporate  Average Fuel  Eff ic iency requirements  here  in  the  U.S.   
These  have been largely  unchanged for  the  las t  20  years ,  a l though we 
saw enormous benef i t  of  these  regula t ions  back in  the la te  '70s  and 
ear ly  '80s  when we cut  our  o i l  demand by about  three  mi l l ion  barre ls  
per  day very  quickly .  
 I  th ink that  could  be  repl ica ted  again  now because  there 's  a  lo t  of  
low-hanging f ru i t  in  that  sec tor .   That  would  send a  very  s t rong s ignal  
to  the  Chinese  that  we ' re  ser ious  about  g lobal  energy secur i ty  and 
c l imate  change.    
 Other  types  of  conf idence bui ld ing measures  are  a lso  avai lable .   
The U.S.  could  reengage in  the  internat ional  negot ia t ions  over  c l imate  
change,  for  example ,  and that  in  i t se l f  could  send a  very  s t rong s ignal .  
 I t ' s  important  tha t  whatever  i s  done,  and there  i s  a  whole  l i s t  of  
potent ia l  b i l l s  in  the  Congress  r ight  now to  address  energy secur i ty  and 
c l imate  change,  whatever  we do,  I  th ink i t ' s  important  to  take  
advantage  of  i t  wi th  the  Chinese .   Hold  our  hand out  and say,  hey,  
we ' re  doing th is ,  we ' re  rea l ly  doing i t  for  ourse lves ,  but  we ' re  going to  
a t  leas t  hold  hands  wi th  you and say le t ' s  do  this  together  and le t ' s  get  
a  commitment  f rom the  Chinese  to  do something in  response .  
 I  th ink the  f i rs t  th ing  tha t  they should do tha t ' s  most  impor tant  i s  
to  improve t ransparency of  energy data .   I t ' s  c r i t ica l  for  inves tment  in 
energy markets .   I t ' s  c r i t ica l  for  China’s  own unders tanding of  what ' s  
happening in  the  country  because  they of ten  have a  c loudy pic ture  of  i t  
as  wel l .   And I  th ink that  would  be  a  good f i rs t  se t  of  examples .  
 CHAIRMAN BARTHOLOMEW:  Great .   Thank you.  
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  A couple  of  th ings .   Dr .  Logan,  d id  
I  hear  you r ight  that  you sa id  that  our  fa i lure  to  a l low CNOOC to  buy 
Unocal  was  a  problem? 
 DR.  LOGAN:  I  be l ieve  the  Chinese  of ten  see  us  spout ing 
market -based pla t i tudes ,  le t  markets  perform and solve  problems.   
From thei r  perspect ive ,  I  th ink they see  us  speaking out  of  both  s ides  
of  our  mouth  when they saw that  Congress  was  ready to  ac t  to  prevent  
that  buyout .   So to  them i t  wasn ' t  c lear .   They couldn ' t  rea l ly  see  how 
we weren ' t  ac t ing in  two-faced way.  
 COMMISSIONER FIEDLER:  Are  you famil iar  a t  a l l  wi th  the  
Chinese  government  pol icy ,  I  th ink,  i t  was  November  of  2006 where  



 

 

they determined a  number  of  industr ies  as  being absolute  control  
indust r ies  such as  o i l?   I t ' s  my unders tanding that  means  we can ' t  buy 
thei r  o i l  companies .   So are  you saying that  they should  be  a l lowed to  
buy ours  but  we should  not  be  a l lowed to  buy thei rs?  
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 DR.  LOGAN:  I 'm not  sure .   I  don ' t  rea l ly  have an opinion on 
that  one  way or  the  o ther .  
 COMMISSIONER FIEDLER:  Let  me ask  are  the  Chinese ta lking 
out  of  both  s ides  of  thei r  mouth?  
 DR.  LOGAN:  I 'm sure  they do,  yes .  
 COMMISSIONER FIEDLER:  In  th is  case?  
 DR.  LOGAN:  I  don ' t  know.   Their  response  may have been in  
response  to  what  they saw happening wi th  the  potent ia l  CNOOC and 
Unocal  deal .  
 COMMISSIONER FIEDLER:  I  think thei r  response  was  to  
decide  that  the  o i l  energy was  a  s t ra tegical ly  important  indust ry  that  
they did  not  want  foreigners  to  buy.   I  th ink that  is  much more  
commonsense  explanat ion.  
 Dr .  F inamore ,  some caut ion or  let ' s  have  a  caut ionary  discuss ion 
about  the  a l lowance of  act iv ism in environmenta l  rea lm versus  the  
a l lowance of  ac t iv ism in  any other  realm in  China .  So,  for  ins tance,  we 
have asked a  couple  of  quest ions  on NGOs and the  space  tha t  they have 
to  move and i t ' s  qui te  c lear  tha t  there 's  grea ter  space .  
 I t ' s  a lso  c lear  tha t  beyond a  cer ta in  level ,  cer ta in  people  might  
ge t  ar res ted  for  thei r  act iv i ty .   You indicated tha t  i t  was  somewhat  in  
response  to  protests .   In  my view,  tha t ' s  to  be  leavened somewhat  
against  there  are  lots  of  labor  protes ts  but  independent  unions  have not  
been a l lowed.  
 So in  the compar ison of  space tha t  exis ts  in  this  country  for  
NGOs and the  space  that  exis ts  in  China  for  NGOs,  what ' s  the  
compar ison?   Is  there  potent ia l  for  rea l  impact  or  i s  there  greater  
potent ia l  or  r i sk  for  ar res t  for  pressur ing local  author i t ies ,  especia l ly  
where  we have that  nexus  of  corrupt ion?     Ei ther  tha t  or  par ty  
in teres ts  or  some other  in teres ts?   What  i s  the  prospect  in  your  v iew 
for  f reedom of  ac t ivism for  environmenta l  act ivis ts  in  China?  
 MS.  FINAMORE:  I  th ink I  agree  with  you complete ly  tha t  i t ' s  an  
area  where  great  caut ion needs  to  be exerc ised because  the  l ine  beyond 
which NGOs can and cannot  opera te  seems to  be  constant ly  shi f t ing,  
and anyone who wishes  to  engage as  a  Chinese  NGO needs  to  be  very  
aware  of  what  those  l ines  are  because  there  are  considerable  r i sks .  
 I  think what 's  another  th ing that ' s  dr iv ing the  space-- increas ing 
but  s t i l l  very  smal l  space--avai lable  to  Chinese  NGOs,  i s ,  in  fac t ,  the  
Sta te  Environmental  Protect ion Adminis t ra t ion,  which has ,  of  course ,  
become the  nat ional  mouthpiece  as  to  the  grave  extent  of  China 's  
environmenta l  impacts  and the  need to  take  act ion ,  but  s t i l l  has  very  
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 So what  I  see  i s  the  SEPA increas ingly  re ly ing upon or  seeking 
to  use  the  Chinese  NGOs to  help  them to  publ ic ize  and perhaps  to  even 
help enforce environmenta l  laws in  China.   So here 's  an ent i ty  wi th in  
the  Chinese  government  that  i s  kind of  pushing th is  th ing forward.  
 This  i s  s imi lar  to  what  happened in  the  Uni ted  States ,  I  might  
add,  in  the  beginning s tages  of  the  U.S.  Environmental  Protect ion 
Agency,  which a lso  has  l imi ted  resources  to  enforce  U.S.  
environmenta l  laws and over  the  years  re l ied  upon U.S.  NGOs to  take  
that  one  s tep  fur ther .   For  example ,  because  our  environmenta l  laws 
include c i t izen sui t  provis ions ,  groups  l ike  NRDC, for  many years ,  
were  going to  fac tor ies ,  looking a t  the i r  water ,  moni tor ing th ings ,  and 
then br inging lawsui ts  based on the  company 's  own records .   And we 
received an award f rom the  U.S.  Environmental  Protect ion Agency for  
our  help  to  them in  enforcement .  
 I  hope tha t  we ' l l  be  see ing more  of  tha t  in  China .   There  i s  one  
group we work wi th  you may have heard  of  ca l led  the  Center  for  Legal  
Assis tance  to  Pol lu t ion Vict ims which,  in  fac t ,  does  br ing sui ts  in  
China  on behalf  of  pol lu t ion vic t ims.   I t ' s  very  l imi ted ,  again,  the  
scope,  but  i t  i s  endorsed by the  centra l  government ,  and so  again  there  
i s  development .   I t ' s  s low,  but  i t ' s  going a long the  l ines  to  some extent  
of  what  we see  in  the  U.S. ,  but  the  chal lenges  are  much greater .  
 HEARING COCHAIR VIDENIEKS:   Commiss ioner  D'Amato.  
 HEARING COCHAIR D'AMATO:  Thank you,  Mr.  Chairman.   I  
have two quick quest ions .   We heard yesterday about  the  development  
of  s ix  regional  EPA off ices  in  the  provinces .   I  wonder  i f  you could  
te l l  me a  l i t t le  bi t  more  about  that ,  whether  or  not  you 've  had some 
contact  wi th  them,  whether  they ' re  beginning to  be  ef fec t ive ,  what  the  
s ta tus  of  that  operat ion is  a t  the  provinces?  
 And secondly ,  Mr.  Logan,  I  unders tand you were  a t  t ime wi th  the  
IEA.  
 DR.  LOGAN:  That ' s  correct .  
 HEARING COCHAIR D'AMATO:  I  wonder  i f  you could  say 
something about  the  opaqueness  of  Chinese par t ic ipat ion  in  IEA as  to  
the  Stra tegic  Pet ro leum Reserve  and their  pol ic ies  toward St rategic  
Pet roleum Reserve?   Do you th ink tha t  i t ' s  poss ible  to  move in to  a  
more  t ransparent  re la t ionship  in  IEA wi th  regard  to  the  St ra tegic  
Pet roleum Reserve  so  that  there  isn ' t  use  of  that  reserve  for  
manipula t ion of  pr ices  or  whatever?  
 MS.  FINAMORE:  I 'm famil iar  wi th  the  development  of  severa l  
regional  Chinese  EPA off ices  in  China ,  but  I  unders tand your  quest ion 
to  be  U.S.  
 HEARING COCHAIR D'AMATO:  U.S.  
 MS.  FINAMORE:  I 'm not  famil iar  wi th  that  a t  a l l .   That ' s  a  new 



 

 

development  to  me.  
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 HEARING COCHAIR D'AMATO:  I  bel ieve  we were  to ld  
yes terday that  the  U.S.  EPA had s ix  regional  off ices .   I s  tha t ,  i sn ' t  tha t ,  
or  maybe I  misunders tood.  
 CHAIRMAN BARTHOLOMEW:  No,  i t ' s  the  Chinese .  
 HEARING COCHAIR D'AMATO:  Was i t  the  Chinese  EPA? 
 MS.  FINAMORE:  Yes .   I  bel ieve  i t ' s  the  Chinese .    
 HEARING COCHAIR D'AMATO:  Al l  r ight .  
 MS.  FINAMORE:  EPA is  working very  c losely  f rom what  I  
unders tand in  helping to  es tabl ish  these  Chinese  regional  EPA off ices ,  
but  they are  not  U.S.  off ices .   
 But  of  course  our  U.S.  Embassy and the  consula tes  have 
environmenta l  sc ience  and technology off icers  wi th  act ive  programs.  
 HEARING COCHAIR D'AMATO:  Yes .   So then te l l  us  about  the  
ef fect iveness  of  the  new decent ra l ized Chinese  EPA off ices .  
 MS.  FINAMORE:  I  th ink i t ' s  a  good idea .   I  th ink i t  could  help 
to  address  the  problem,  the  ser ious  problem that  you ra ised of  the  
ineffect iveness  of  the  provincia l  and c i ty-based Environmenta l  
Protect ion Bureaus .    
 But  I  have  to  say  that  they ' re  running up agains t  res is tance  f rom 
those  bureaus  to  hand the  power  over  to  them.   So i t ' s  a  power  s t ruggle  
which I  would  hope would end up with  more  power  for  these  regional  
off ices ,  but  r ight  now,  i t ' s  not  happened as  fas t  as  we would have 
hoped.  
 HEARING COCHAIR D'AMATO:  So there  i s  essent ia l ly  
res is tance  that ' s  s t i l l  not  overcome--  
 MS.  FINAMORE:  That ' s  r ight .  
 HEARING COCHAIR D'AMATO:  - - in  terms of  s t rengthening the  
Chinese  EPA into the  provinces?  
 MS.  FINAMORE:  That ' s  r ight .  
 DR.  LOGAN:  Very good quest ion about  the  Stra tegic  Pet roleum 
Reserves  in  China  and t ransparency surrounding i t .   China  has  been 
bui ld ing Stra tegic  Pet roleum Reserves s torage faci l i t ies  for  a  number  
of  years  now.   There  are  four  s i tes  where  oi l  wi l l  be  s tored.   At  leas t  
one of  them is  being f i l led .   The IEA member  countr ies  have been 
col laborat ing wi th  China  for  about  f ive  years  in  how member  countr ies  
a t  the  IEA opera te  their  s t ra tegic  reserves .   
 Some of  the  ques t ions  tha t  China i s  grappl ing wi th include:   
Should  you hold  crude oi l  or  should  you hold  products?   Are  these  
nat ional ly  held reserves?  What  ro le  do pr ivate  companies  p lay  in  them?  
When do you re lease?   How do you coordinate  wi th  o ther  countr ies?   A 
whole  range  of  di f ferent  ques t ions ,  very  in teres t ing discuss ions ,  and 
the  IEA has  served as  the  center  for  that  col labora t ion wi th China .  
 To th is  day,  I  don ' t  think there  i s  c lar i ty  about  how the  Chinese  



 

 

plan to  use  thei r  Stra tegic  Pet roleum Reserves .   I t  would  be  wonderful  
i f  China  could  ac t  in  concer t  wi th  IEA countr ies  to  re lease  s tockpi les  
in  the  event  of  d isrupt ions  around the  world .   That  would  contr ibute  
enormously  to  the  global  publ ic  good.  
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 We don ' t  have a  c lear  answer  f rom the  Chinese  yet  how they ' re  
going to  do i t .   We don ' t  have a  c lear  answer  to  the  extent  that  the 
reserves  wi l l  be  control led  by nat ional  oi l  companies  in  China  versus  
the  cent ra l  government .   I t ' s  a l l  unclear ,  but  the  Chinese  mainta in  a  
very  s t rong interes t  in  col laborat ing wi th  IEA member  countr ies  in  
ta lk ing more .   I  th ink the  IEA now is  crea t ing a  b igger  p la t form for  
Chinese  par t ic ipat ion.  
 They have  to  acknowledge the  fac t  tha t  China 's  be ing the  second-
larges t  energy consumer  in  the  world  has  to  p lay a  b igger  ro le  in  tha t  
organizat ion for  i t  to  be  meaningful  in  the  fu ture .   And the  new 
execut ive  di rector  of  the  IEA is  going to  t ry  to  fur ther  accelera te  
col laborat ion wi th China  and t ry  to  get  them to  share  more  
informat ion.  
 HEARING COCHAIR VIDENIEKS:   I 'd  l ike  to  fo l low quickly  on 
Commiss ioner  D'Amato 's  ques t ion.  Don ' t  countr ies  who have ful l  
membership  to  IEA other  than observers  have to  meet  cer ta in  
democracy s tandards?  
 DR.  LOGAN:  There  are  two requirements  to  join  the  IEA.  
Number  one,  you must  be  an  OECD member ,  and for  that ,  you need to  
have a  cer ta in  level  of  weal th  per  capi ta  and you must  meet  genera l ly  
recognized human r ights  s tandards .  
 The second requirement  to  jo in  the  IEA is  that  you hold  90 days  
worth  of  o i l  s tockpi les .  
 HEARING COCHAIR VIDENIEKS:   Only  those  two 
requirements .  
 DR.  LOGAN:  Those  two requirements ,  exact ly .  
 HEARING COCHAIR VIDENIEKS:   So they meet  one but  
def in i te ly  not  the  other  one.  
 DR.  LOGAN:  Yes ,  there ' s  some new members  to  the  IEA,  Russ ia  
i s  in  l ine  to  become an IEA member .   They ' re  in  the  p ipel ine  to  do that .   
There  are  c lear ly  going to  be  some concerns  about  human r ights  in  
Russ ia .  
 HEARING COCHAIR VIDENIEKS:   Thank you.  
 COMMISSIONER FIEDLER:  One quick factual  quest ion.  
 HEARING COCHAIR VIDENIEKS:   Go ahead.  
 COMMISSIONER FIEDLER:  Does  anybody have any idea  how 
much CO2 emiss ions  and energy consumpt ion have been reduced in  the  
Uni ted  Sta tes  by the  move of  manufactur ing jobs  f rom the  Uni ted 
States  to  China?  
 DR.  LOGAN:  That ' s  an  excel lent  ques t ion.   I  don ' t  th ink there  



 

 

has  been enough research.   There  are  a  few s tudies  out  there .  
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 COMMISSIONER FIEDLER:  I  don ' t  th ink there  has  been any.  
 DR.  LOGAN:  Yes .  
 COMMISSIONER FIEDLER:  Yes .  
 DR.  LOGAN:  Not  comprehensive  s tudies .  
 MR.  DONNELLY:  Conceivably  there  could  be  a  net  increase .  
 HEARING COCHAIR D'AMATO:  You 're  not  suggest ing that  as  
a  par t  of  our  c l imate  change pol icy?  
 COMMISSIONER REINSCH:  Is  th is  your  pol icy ,  Jeff?  
 COMMISSIONER FIEDLER:  No.   I 'm suggest ing that  the  shi f t  
of  pol lu t ion--okay-- that  the  emissions  that  were  generated in  the  
Uni ted  Sta tes  were  a  lo t  less  than the  emiss ions  that  are  current ly  
being genera ted  in  China  to  produce th is  same product .   That ' s  what  
I 'm suggest ing.   But  then again  I  don ' t  have any evidence,  but  nobody 
has  any evidence to  the  contrary  e i ther .  
 MS.  FINAMORE:  I f  I  could  ment ion just  one  more  area of  the  
potent ia l  U.S. -China  cooperat ion that  I  th ink is  worth  ment ioning,  i t  
could  be  very  fru i t fu l .   And i t  appl ies  to  both  energy reduct ion and 
reduct ion in  emissions .   This  i s  a  new project  launched by the  U.S.  
Depar tment  of  Commerce  ca l led  P2E2,  Pol lut ion Prevent ion and 
Environmental  Energy Eff ic iency.   I  don ' t  know i f  you ' re  aware  of  th is .   
But  i t ' s  based out  of  the  U.S.  Consula te  of  Hong Kong.  
 COMMISSIONER FIEDLER:  Trading of  credi ts?  
 MS.  FINAMORE:  Actual ly  no.   No,  they 've  se t  up  a  sys tem 
where  fac tor ies  in  China  can reduce thei r  energy use  and emiss ions  and 
water  use  a t  no up-front  cos t  by  contract ing in  Hong Kong wi th  
EESCOs,  Energy and Environment  Service  companies  who borrow the  
money for  the  upgrades  f rom Hong Kong banks ,  and then they analyze  
the  basel ine  emiss ions  and energy use ,  and then once they 've  developed 
the  upgrades  and help  the  fac tory  upgrade i t s  energy technologies  and 
emiss ion technologies ,  then the  company pays  back that  energy service  
company loan over  t ime through the  money they saved for  lower  energy 
emiss ion and water  use  and lower  waste  d isposal  cos ts .  
 I  th ink th is  i s  a  very  promis ing area  of  cooperat ion that  I  hope 
you wi l l  suppor t .   Thank you.  
 CHAIRMAN BARTHOLOMEW:  Thank you.    
 HEARING COCHAIR VIDENIEKS:   Okay.   We ' l l  wrap up.   I t ' s  
noon.   Thank you,  panel is ts ,  for  your  very  good tes t imony and we ' l l  
probably  fol low up and ask  for  more  deta i l .  
 [Whereupon,  a t  12:00 noon,  the  hear ing recessed,  to  reconvene a t  
1 :05 p .m. ,  th is  same day. ]  
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A F T E R N O O N   S  E S S I  O N 

[1:05 p .m.]  
 

PANEL VII:   POLICY STRATEGIES FOR ADDRESSING THE 
EFFECTS OF CHINA’S ENERGY CONSUMPTION 

 
 HEARING COCHAIR D'AMATO:  The Commiss ion wi l l  come to  
order .   We 're  now in  the  second afternoon of  our  hear ing on China 's  
energy consumption and oppor tuni t ies  for  U.S. -China  cooperat ion to  
address  the  ef fec ts  of  China 's  energy use .  
 In  our  next  panel  this  af ternoon,  we ' re  very  p leased to  welcome a  
representa t ive  from the  Depar tment  of  Defense ,  Mr.  David  Helvey,  the  
Country  Director  of  China ,  Taiwan,  and Mongol ia  in  the  Off ice  of  the  
Assis tant  Secre tary of  Defense  for  Asia  and Paci f ic  Secur i ty  Affa i rs .  
 Pr ior  to  this  pos i t ion ,  he  was  ass igned to  the Defense 
In te l l igence  Agency as  a  China  mi l i tary  pol i t ica l  affa i rs  analyst  in  the  
China  St ra tegic  Issues  Divis ion,  Off ice  of  China  and East  Asia .  
 Mr.  Helvey wi l l  present  the  adminis t ra t ion perspect ive  on the  
impact  of  China 's  energy consumption on U.S.  nat ional  secur i ty ,  the  
mar i t ime impl icat ions  for  the  U.S.  Navy of  China 's  going-out  s t ra tegy,  
so-cal led  "going-out"  s t ra tegy,  to  require  resources ,  and the  
geopol i t ica l  and s t ra tegic  impacts  of  China 's  energy diplomacy wi th  
Centra l  Asia  and I ran .  
 Thank you very  much for  jo ining us  today,  Mr.  Helvey.   We look 
forward to  your  remarks .   I  want  to  apologize  for  Vice  Chairman 
Blumenthal ,  who in tended to  be  here ,  but  was  jus t  ca l led  out  on an 
emergency bas is  th is  af ternoon--we hope he ' l l  re turn-- for  h im not  
being able  to  a t tend this  par t icular  panel .  
 Mr.  Helvey,  you may proceed.   Take as  much t ime as  you l ike .  
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 MR.  HELVEY:  Thank you very  much.   Madam Chairman,  
members  of  the  Commiss ion,  I 'd  l ike  to  thank you for  invi t ing me to  
appear  today to  speak on th is  topic .   My tes t imony th is  af ternoon wi l l  
of fer  some perspect ives  from the  Depar tment  of  Defense  on the  
mi l i tary  s t ra tegic  and geopol i t ica l  impl ica t ions  of  China 's  energy 
acquis i t ion s t ra tegy.  
 These  ques t ions  have  an impor tant  inf luence on secur i ty  t rends  
in  East  Asia  and more  d is tant  regions  of  the  world .   I  commend the  

 

 
 
 
  



 

 

Commiss ion for  i t s  cont inued interest  in  this  topic .   
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 In  the  three  decades  s ince  reform and opening,  China  has  
exper ienced rapid ,  cont inual  economic growth and development .   In  
2006,  China  became the  fourth  larges t  economy in  the  world .   I t ' s  the  
world 's  th i rd- larges t  t rading nat ion,  a  major  des t ina t ion for  fore ign 
di rec t  inves tment ,  and one of  the  world 's  leading manufacturers .  
 To sus ta in  the  growth of  China 's  economy and to  sa t i s fy  the  
r i s ing expecta t ions of  a  growing domest ic  middle  c lass  that  natural ly  
seeks  the  benef i t s  of  accumulated weal th ,  China 's  leaders  are  
increas ing concerned over  secure  and re l iable  access  to  expor t  markets  
and sources  for  raw mater ia ls ,  and energy is  a  b ig  par t  of  that .  
 China  has  become the  world 's  second- largest  energy consumer  
af ter  the  Uni ted  Sta tes .   I t s  demand for  energy wi l l  surpass  that  of  the  
Uni ted  Sta tes ,  account ing for  some 20 percent  of  tota l  wor ld demand 
by 2025.  
 China  is  expected to  re ly  on coal  as  i t s  pr imary fuel  source ,  but  
consumpt ion of  pet roleum and other  l iquid  fuels  i s  expected to  grow.   
Nuclear  power  and natura l  gas  account  for  growing but  smal ler  
por t ions  of  energy consumpt ion.   S ince  2003,  China 's  been the  world 's  
th i rd- larges t  importer  of  o i l  and the  second- largest  consumer ,  again ,  
af ter  the  Uni ted  Sta tes .  
 China  current ly  imports  about  40 percent  of  i t s  o i l  and is  
expected to  re ly  on impor ts  to  sat i s fy  69 percent  of  i t s  o i l  demand by 
2030.   
 As  we have noted in  our  repor ts  to  Congress  on Mil i tary  Power  
of  the  People 's  Republ ic  of  China ,  concerns  over  access  to  resources  
including energy have become an important  inf luence  on China 's  
s t ra tegic  behavior .  
 Compounding these  concerns  are  the  inherent  f r ic t ions  a t  the  
center  of  China 's  t ransformat ion to a  socia l i s t  market  economy in 
which the  dynamic  e lements  of  China 's  increas ingly  market -based 
economy clash wi th  the  Chinese  Communis t  Par ty 's  des i re  to  re ta in  i t s  
monopoly  on pol i t ica l  power  and control  i t s  s t ra tegic  indust r ies  and 
sectors  of  the  economy,  including energy.  
 China 's  leadership appears  concerned that  the  rapid  growth of  
China 's  o i l  and gas  consumpt ion and the  re la ted  need to  insula te  China  
f rom f luctuat ions  in  g lobal  market  pr ices  could af fec t  economic  growth 
and domest ic  s tabi l i ty .   Premier  Wen J iabao,  for  example ,  has  s ta ted  
that  the  "shor tage  of  o i l  and gas  resources  has  become a  res t r ic t ing  
fac tor  in  our  country"-- that ' s  China--" in  our  country 's  economic and 
socia l  development ."  
 A no less  urgent  concern for  Bei j ing i s  the  secure  t ransport  of  
these  mater ia ls  back to  China.   Some 80 percent  of  China 's  c rude  o i l  
impor ts  t ransi t  the  Malacca  St ra i t .  



 

 

 In  November  2003,  China 's  President  and the  Chinese  Communis t  
Par ty  General  Secre tary  Hu J in tao  discussed th is  vulnerabi l i ty ,  the  so-
cal led  "Malacca  di lemma,"  presumably because  i t  poses  fundamenta l  
quest ions  over  whether  or  not  China  should  maintain  i t s  present  
re l iance  on o thers  for  sea  lane  secur i ty ,  develop i t s  own capabi l i t ies  to  
protec t  i t s  sea  lanes  or  work cooperat ively  wi th  others  towards these  
ends  or  f inal ly  develop a l ternat ive  seaborne or  over land supply  routes .  
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 Confronted wi th  the  chal lenges of  r i s ing energy demand,  China 's  
leaders  have embarked on a  sophis t ica ted s t ra tegy to  address  China 's  
energy secur i ty  needs .   This  s t ra tegy is  being pursued a long three  
pr incipal  axes .  
 The f i rs t  i s  to  increase  energy eff ic iency and the  use  of  
renewable  resources .   The second is  to  increase  domest ic  product ion 
and infras t ructure  development ,  and the  th i rd  i s  to  secure  foreign 
resources  through the  so-cal led  "go-out"  s t ra tegy.  
 In  my wri t ten  s ta tement ,  I  d iscuss  the  f i rs t  two of  these  in  some 
deta i l .   In  the  in teres t  of  t ime,  I  wi l l  focus  on the  th i rd  because  when 
China  ac ts  as  i f  i t  can lock up energy suppl ies  in  th i rd  countr ies  i t  
ra ises  concerns  for  U.S.  defense  and secur i ty  pol icy .  
 As  recent ly  as  1996,  China  had re l ied  pr imar i ly  on two countr ies ,  
Oman and Indonesia ,  for  roughly  hal f  of  i t s  impor ts .   Since  tha t  t ime,  
China  has  pursued long- term supply  contracts  wi th the  diverse  range of  
suppl ier  nat ions  including Angola ,  Chad,  Egypt ,  Indonesia ,  
Kazakhstan,  Niger ia ,  Oman,  Russ ia ,  Saudi  Arabia ,  Sudan,  and 
Venezuela .  
 Current ly ,  s l ight ly  over  hal f  of  China 's  impor ts  come from the 
Middle  East  and a lmost  a  quar ter  f rom Afr ica .   In  addi t ion to  secur ing 
long- term supply  contracts ,  China  has  pursued equi ty  posi t ions  in  a  
var ie ty  of  energy assets  and inves tments .  
 Al though smal l  compared to  investments  by  the in ternat ional  oi l  
majors ,  China 's  inves tments  have increased s igni f icant ly  in  recent  
years .   Chinese  nat ional  oi l  companies  have invested in  o i l  ventures  
including oi l  f ie ld  development ,  p ipel ine  ref inery  projects  in  
Kazakhstan,  Niger ia ,  and Sudan and a lso  in  over  20 other  countr ies  in  
North  Afr ica ,  Centra l  Asia ,  Southeast  Asia ,  La t in  America  and North  
America .  
 China 's  response  to  i t s  energy needs  has  led  Bei j ing to  f inance  
energy projects  tha t  have uncer ta in  prospects  for  a  posi t ive  re turn  on 
inves tment ,  to  ignore  pol i t ica l  r i sk that  i s  prohibi t ive  to  pr ivate 
commerce,  and to  es tabl ish c loser  re la t ions  wi th problem s ta tes  such as  
Sudan that  are  r ich  in  energy but  that  defy  internat ional  norms.  
 In  terms of  secur i ty  impl icat ions ,  China 's  pol ic ies  and effor ts  to  
es tabl ish  specia l  re la t ionships  wi th  these  fore ign suppl iers  have 
potent ia l  negat ive  repercuss ions  on regional  s tabi l i ty  and secur i ty .  



 

 

 In  some cases ,  China  has  used economic a id ,  d ip lomat ic  favors  
and the  sa le  of  mi l i tary  technology as  incent ives  to  secure  energy 
deals .   In  the  case  of  Sudan,  Bei j ing 's  commercia l  t ies  have 
compl ica ted  ef for ts  to  secure  more  robust  suppor t  from China  in  
counter ing that  country 's  def iance  of  in ternat ional  norms.   Such t ies  
may a lso  have inf luence China 's  role  in  conta ining I ran 's  nuclear  
ambi t ions .    
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 A second impl ica t ion l ies  in  the  uncer ta inty  created  by China 's  
energy acquis i t ion  s t ra tegies .   As  documented in  the  repor ts  publ ished 
by th is  Commiss ion,  thei r  remains  concerns  and quest ions ,  both  wi thin  
the  Uni ted  Sta tes  and among China 's  ne ighbors  over  the  economic  
impact  of  China 's  energy pol ic ies .  
 Whereas ,  the  Uni ted  Sta tes  tends  to  pursue energy secur i ty  
through fos ter ing broad-based markets  and divers i f ica t ion of  resources ,  
China  has  tended to  see i t s  energy secur i ty  interests  advanced by 
protect ing i t se l f  f rom the  in ternat ional  market  through control  of  the  
supply  chain  beginning a t  the  source  of  product ion.  
 Some have quest ioned whether  Chinese  investments  in  energy 
asse ts  such as  o i l  and gas  f ie lds ,  p ipel ines  and ref iner ies  abroad wi l l  
remove energy resources  from the  compet i t ive  market .   On the  
contrary ,  ownership  of  these  resources  general ly  displaces  what  the  
Chinese  would  have otherwise  bought  on the  open market .  
 In  addi t ion,  product ion f rom Chinese  owned f i rms of ten  enters  
the  market  for  g lobal  consumpt ion.   And las t ly ,  to  the  extent  tha t  
Chinese  f i rms are  invest ing  where  o ther  internat ional  f i rms are  not ,  the  
behavior  could  even expand the  world 's  supply  of  t rade  oi l  and gas .  
 Never theless ,  the  ques t ion remains  over  the  degree  to  which 
China 's  behavior  could affec t  o ther  countr ies  inc luding emerging 
market  economies ,  potent ia l ly  creat ing a  t rend that  runs  counter  to  the  
process  of  market -or iented global iza t ion upon which China  is  
increas ingly  dependent  for  success .  
 A th i rd  impl ica t ion re la tes  to  the  l inger ing disputes  tha t  China  
has  wi th  severa l  of  i t s  ne ighbors  over  sovereignty  c la ims in  the  East  
and South China  Seas .   Dispute  over  ownership  of  r ich  energy deposi ts  
in  these  areas  has  per iodica l ly  contr ibuted to  f r ict ion between China 
and other  c la imants  in  the  pas t .  
 And we are  encouraged that  Bei j ing and the  o ther  par t ies  remain  
focused on diplomacy to  resolve  these  issues ,  but  never theless ,  as  we  
saw in  the  fa l l  of  2005 when PRC naval  vessels  t ra ined thei r  weapons  
on Japanese  Sel f  Defense  Forces  a i rcraf t ,  moni tor ing Chinese  dr i l l ing 
and surveying act ivi ty  in  the  disputed area  of  the  East  China  Sea ,  the  
potent ia l  exis ts  for  miscalculat ion  or  accidents  tha t  could  lead to  a  
cr i s i s .  
 In  terms of  defense  impl ica t ions,  as  we 've  d iscussed in  our  2007 



 

 

repor t  to  Congress  on Mil i tary  Power  of  the  People 's  Republ ic  of  
China ,  there 's  a  ques t ion over  the  extent  to  which Bei j ing 's  concerns  
for  the  secur i ty  of  i t s  access  to  energy suppl ies  has  begun to  shape 
China 's  defense  pol icy  and force  planning for  the  fu ture .  
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 China 's  la tes t  defense  whi te  paper ,  ent i t led  "China 's  Nat ional  
Defense  in  2006,"  s ta tes  expl ic i t ly  in  i t s  descr ip t ion of  the  secur i ty  
environment ,  tha t ,  quote ,  "secur i ty  i ssues  re la ted  to  energy,  resources ,  
f inance,  informat ion and in ternat ional  shipping routes  are  mount ing."  
 I t  a lso  def ines  the  People 's  Libera t ion Army 's  pr imary  task  as  
upholding nat ional  secur i ty  and uni ty  and ensur ing the  in teres t  of  
nat ional  development .  
 China  has  not  been for thcoming on how these  concerns  wi l l  be  
addressed through doctr inal  evolut ion,  resource  a l locat ion,  force  
s t ructure  changes  or  cont ingency planning.  
 The lack of  t ransparency and excessive  secrecy that  surrounds 
Chinese  mi l i tary  and secur i ty  af fa i rs  g ives  l imi ted  insight ,  i f  any,  in to 
the  debates  occurr ing wi th in China  on these  fundamenta l  quest ions .  
 We see  today a  PLA that ' s  in  the  midst  of  a  broad-based 
comprehensive  mi l i tary  t ransformat ion.   In  the  near  term,  China 's  focus  
appears  to  be  on prepar ing for  mi l i ta ry cont ingencies  in  the  Taiwan 
Stra i t ,  which would include the  poss ibi l i ty  of  U.S.  in tervent ion.  
 Over  the  longer  term,  our  repor t  notes  that  off ic ia l  documents  
and wri t ings  of  Chinese  mi l i tary  s t ra tegis ts  suggest  that  Bei j ing is  
surveying the  landscape beyond Taiwan in  the  considera t ion of  the  
appl ica t ion  of  China 's  mi l i tary  forces  to  o ther  regional  cont ingencies  
such as  conf l ic t  over  ter r i tory  or  resources .  
 China 's  abi l i ty  to  project  and sus ta in  mi l i tary  power  a t  a  d is tance 
today remains  l imi ted .  This  indica tes  that  a t  leas t  for  the  near  and mid-
term,  China  and in  par t icular  the  PLA Navy faces  an  ambi t ion 
capabi l i ty  gap in  terms of  us ing i t s  mi l i tary  power  to  secure  foreign 
energy inves tments  or  to  defend cr i t ica l  sea  lanes  agains t  d isrupt ion.  

 In  analyzing the  potent ia l  capabi l i t ies  tha t  China  may consider  
developing for  these  types  of  miss ions ,  a  number  of  current  PLA 
acquis i t ion programs are  of  note ,  however .  
 F i rs t ,  new miss i le  uni ts  out f i t ted wi th  convent ional  theater- range 
miss i les  could  be  used for  ant i -access  or  area  denia l  in  a  var ie ty  of  
regional  cont ingencies .  
 Airborne  ear ly  warning and control  and a i r  refuel ing programs 
could  permit  extended-range offensive  a i r  operat ions  into  the  South 
China  Sea .  
 Advanced des t royers  and submarines  equipped for  ant i -a i r  or  
ant i -surface  and undersea  warfare  could  enable  Bei j ing to  protect  and 
advance  i t s  mar i t ime in teres ts .  
 New equipment ,  bet ter  uni t - level  tac t ics  and greater  coordinat ion 
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 Inves tment  in  command,  contro l  communicat ions ,  computers ,  
survei l lance ,  inte l l igence  and reconnaissance,  C4ISR,  including space-
based and over- the-hor izon sensors ,  could  improve ident i f ica t ion,  
t racking and target ing of  foreign mi l i ta ry  act ivi t ies  deep in to the  
western  Paci f ic  Ocean.  
 Extended long-range pat rols  into  the  Indian Ocean are  a lso 
providing the  Chinese  Navy wi th  increased oppor tuni t ies  to  become 
famil iar  wi th  t radi t ional  sea  lanes  upon which the i r  oi l  i s  sh ipped.  
 As  we look to  the  fu ture ,  a  number  of  key t rends  in  PLA 
capabi l i ty  developments  are  worth  moni tor ing,  and,  in  par t icular ,  those  
capabi l i t ies  tha t  are  re la ted  to  extended range power  project ion 
including a i rcraf t  carr ier  development ,  expedi t ionary  warfare ,  undersea  
warfare ,  ant i -a i r  warfare ,  long-range precis ion s t r ike ,  mar i t ime C4ISR,  
expedi t ionary  logis t ics  and poss ible  forward bas ing,  t ra ining and 
exerc ises ,  especia l ly  in  open water ,  and a  more  ac t iv is t  mi l i tary 
presence  abroad.  
 In  summary,  as  China 's  economy grows,  i t s  demand for  energy 
and the  secure  and re l iable  access  to  energy sources  including oi l  wi l l  
cont inue to  grow.   China 's  energy acquis i t ion s t ra tegy based on an 
af f in i ty  for  long- term supply  contracts  and equi ty  posi t ions  in  fore ign 
ventures  and i t s  a t tendant  bel ief  that  i t  must  es tabl ish  special  
re la t ionships  wi th  foreign suppl iers  poses  some concerns  for  U.S.  
s t ra tegic  in terests .  
 An immediate  consequence is  the  negat ive  impact  tha t  i t  has  on 
U.S.  goals  favor ing the  spread of  democracy,  as  wel l  as  our  pr ior i t ies  
for  the  promot ion of  human r ights  and the  ru le  of  law,  confront ing the  
threat  of  ter ror ism and nonprol i fera t ion.  
 In  the  mid and long term,  th is  behavior  could  pose  the  r i sk  of  
spreading ins tabi l i ty  in  vola t i le  areas  to  neighbor ing countr ies  wi th  
ramif icat ions  for  regional  secur i ty .   
 F inal ly ,  there 's  the  quest ion over  the  degree  to  which increased 
PRC fore ign energy investments  might  lead Bei j ing to  develop the  
mi l i tary  capaci ty  to  protec t  those  inves tments  i f  ins tabi l i ty  threatens  to  
put  them at  r i sk .  
 But  there 's  an  impor tant  role  for  U.S.  pol icy  to  play  in  help ing to  
f rame China 's  choices  and to  encourage  China 's  leaders  to  make 
responsible  decis ions  that  s t rengthen and suppor t  g lobal  secur i ty  and 
prosper i ty .  
 In  th is  regard ,  U.S.  pol icy  is  in tegra t ing a  d iscuss ion of  g lobal  
market  dynamics  in to  a  broader  d iscuss ion of  China 's  na t ional  secur i ty  
pr ior i t ies  to  help shape Bei j ing 's  v iews on markets  and economic  
pr inciples .  
 The number  of  b i la teral  and mul t i la tera l  forums in  which we 're  



 

 

engaging China  on energy cont inues  to  expand.   The l i s t  current ly  
includes  the  St ra tegic  Economic  Dialogue,  the  Energy Pol icy  Dialogue,  
the  Asia  Paci f ic  Par tnership on Clean Development  and Cl imate ,  the  
Senior  Dia logue,  the  Five  Par ty  Energy Minis ter ia l ,  the  APEC Energy 
Working Group,  and the  Methane to  Markets  Par tnership .  
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 The Pres ident ' s  recent ly  announced c l imate  change s t ra tegy 
targets  China  and other  major  emit ters  of  greenhouse  gases  wi th  the  
goals  of  including col laborat ion on the  broader  use  of  c lean and 
eff ic ient  energies  in  our  markets .  
 At  the  same t ime,  we must  a lso  watch c losely  China 's  energy 
acquis i t ion  ef for ts  in  Afr ica  and the  Middle  Eas t  and the  Western 
Hemisphere ,  as  wel l  as  the  ef fec ts  of  Bei j ing 's  "go-out"  s t ra tegy on the 
behaviors  of  o ther  key s ta tes  of  concern.   
 Within  the  Depar tment  of  Defense ,  we must  cont inue  to  moni tor  
careful ly  China 's  mi l i tary  moderniza t ion and foreign mi l i tary 
ac t ivi t ies ,  par t icular ly  as  they re la te  to  capabi l i ty  developments  that  
improve the  PLA's  power  project ion and ant i -access  and area  denia l  
forces .  
 Madam Chairman,  members  of  the  Commission,  thank you again  
for  the  oppor tuni ty  to  tes t i fy  today and I  look forward to  taking any 
quest ions  you may have.  
[The s ta tement  fo l lows: ]  
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Madam Chairman, Mr. Vice Chairman, members of the Commission, I thank you for inviting me to appear 
before you today to speak on this topic.  China’s rapid emergence as a political and economic power with 
global ambitions is a pivotal element in East Asian security dynamics.  China’s efforts to secure access to 
critical resources and markets to propel its economic growth are a central part of that dynamic.  My 
testimony this afternoon will offer some perspectives from the Department of Defense on the military, 
strategic, and geopolitical implications of China’s energy acquisition strategy.  These questions have an 
important influence on security trends in East Asia and more distant regions of the world.  I commend the 
Commission for its continued interest in this topic. 
 
China’s Economic Growth and Energy Needs 
 
In the three decades since Deng Xiaoping introduced “reform and opening,” China has experienced rapid, 
continual economic growth and development.  In 2006, China became the fourth largest economy in the 
world, surpassing Great Britain in gross national product.  It is the world’s third largest trading nation, with 
approximately $974 billion in exports and approximately $777 billion in imports in 2006.  It is also a major 
destination for foreign direct investment.  The engine of China’s economic performance is its 
manufacturing base, where China has become one of the world’s leading manufacturers. 
 
To sustain the growth of China’s economy, and to satisfy the rising expectations of a growing domestic 
middle class that naturally seeks the benefits of accumulated wealth, China’s leaders are increasingly 



 

 

concerned over secure and reliable access to export markets and sources for raw material imports.  Energy 
sources factor prominently in these calculations, as China’s need for energy is projected to increase 89 
percent by 2020. 
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According to the Department of Energy, China has become the world’s second largest energy consumer 
after the United States.  The Energy Information Administration projects that by 2025 (assuming current 
trends) China’s demand for energy will surpass that of the United States, accounting for some 20 percent of 
total world demand.  Although China is expected to continue to rely on coal as its primary fuel source, 
consumption of petroleum and other liquid fuels is expected to grow significantly due, in large part, to 
expansion in the transportation sector.  For example, automobile ownership in China is expected to rise 
from 27 million cars in 2004 to nearly 400 million cars by 2030.  Nuclear power and natural gas account 
for growing, but smaller portions of energy consumption. 
 
China currently consumes approximately 6.4 million barrels of oil per day, and since 2003, has been the 
world’s third largest importer of oil and second largest consumer, after the United States.  China currently 
imports about 40 percent of its oil (2.5 million barrels per day in 2005).  According to the U.S. Department 
of Energy, China is expected to rely on imports to satisfy 69 percent of its oil demand by 2030 – importing 
approximately 11 million barrels per day to support consumption of approximately 16 million barrels per 
day.   
 
As we in the Department of Defense have noted in our most recent report to Congress on Military Power of 
the People’s Republic of China, concerns over access to resources, including energy, have become an 
important influence on China’s strategic behavior.  Compounding these concerns are the inherent frictions 
at the center of China’s transformation to a “socialist market economy,” in which dynamic elements of 
China’s increasingly market-based economy clash with the Chinese Communist Party’s desire to retain its 
monopoly on political power and control of strategic industries and sectors of the economy, including 
energy. 
 
China’s leadership appears concerned that the rapid growth of China’s oil and gas consumption and the 
related need to insulate China from fluctuations in global market prices could affect economic growth and 
domestic stability.  Premier Wen Jiabao stated that, “[the] shortage of oil and gas resources has become a 
restricting factor in our country’s economic and social development.”  A no less urgent concern for Beijing 
is the secure transport of these materials back to China.  At present, China can neither protect its foreign 
energy supplies nor the routes on which they travel, including the Strait of Malacca through which some 80 
percent of China’s crude oil imports transit.  In November 2003, China’s President and Chinese Communist 
Party General Secretary Hu Jintao discussed this vulnerability, the so-called “Malacca Dilemma,” 
presumably because it poses fundamental questions over whether China should maintain its present reliance 
on others for sea lane security, develop its own capabilities to protect its own sea lanes (or work 
cooperatively with others toward these ends), or develop alternative sea-borne or overland supply routes. 
 
China’s Response to Energy Dependence 
 
Confronted with the challenges of rising energy demand, China’s leaders have embarked on a sophisticated 
strategy designed to address China’s energy security needs.  This strategy is being pursued along three 
principal axes:  1) increasing energy efficiency and use of renewable resources; 2) increasing domestic 
production and infrastructure development; and, 3) securing foreign resources.  I will focus mainly on the 
latter because when China acts as if it can “lock-up” energy supplies in third countries, it raises concerns 
for U.S. defense and security policies. 
 
Increasing Efficiency and Use of Renewable Resources.  According to China’s National Development and 
Reform Commission (NDRC), in 2005, China’s energy efficiency was about 10 percent lower than that of 
mature market economies.  Energy consumption per unit of product in key industries (e.g., electric power, 
iron and steel, non-ferrous metals, petrochemical, building material, chemical light industry, and textile 



 

 

industry) is about 40 percent higher than in advanced economies.  Energy consumption for space heating 
per building area in China is some two to three times higher than that of developed countries with similar 
climates.  Increased efficiency and use of renewable resources would narrow the gap in energy use between 
China and other countries, creating significant energy savings and reducing China’s overall energy demand. 
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Beginning with the 11th Five Year Plan (2006-2010), China’s leaders called for a 20 percent reduction in 
energy consumption per unit of Gross Domestic Product by 2010.  To support this goal, China plans to 
invest in a variety of conservation projects, some of which were outlined in the NDRC’s 2005 “China 
Medium and Long-Term Energy Conservation Plan,” which included alternative fuel vehicles and high 
efficiency motors, energy conservation projects for commercial and residential buildings, and combined 
heat and power cogeneration.  China has sought to improve fuel efficiency standards and has planned to 
increase investment in alternative fuels and renewable energy sources such as hydro-electric, wind, solar, 
and biomass.  These are ambitious aims, the implementation of which will require significant investment 
and follow-through.  To underscore this point, in his 2007 government work report, Premier Wen Jiabao 
acknowledged that China was failing to date in meeting these goals. 
 
Increasing Domestic Production and Infrastructure Development.  China’s largest oil field at Daqing 
provides for about 25 percent of China’s total crude oil production; however, production at Daqing peaked 
in the 1970s, and has declined steadily at an average annual rate of 2.6 percent since 1997.  To compensate 
for this decline and as energy demand increases, China has sought to expand production at other fields in 
China, open up reserves in western China’s Xinjiang Province, increase off-shore production, and increase 
both on-shore and off-shore exploration. According to the Department of Energy, in 2004, China began 
building its strategic petroleum reserve (SPR)-in three phases, to be completed by 2020.  The high oil 
prices of recent years prompted China to delay oil purchases to fill its strategic reserve until summer 2006.  
The first phase, to be completed by 2008, will hold 100 million barrels – equivalent to 25 days of China's 
net oil imports.  The second phase is planned to add 200 million barrels, covering 42 days of net oil 
imports.  After 2010, work on the third phase may increase the net storage capacity to 500 million barrels. 
 
China is also investigating coal liquefaction to increase its use of coal as a direct substitute for oil.  In 
general, however, the coal sector in China has suffered from poor and inadequate infrastructure and 
distribution bottlenecks leading to chronic localized power outages and the search for foreign sources of 
coal, despite the overwhelming abundance of this resource in China.  Moreover, the environmental 
consequences of China’s coal utilization are significant, with the country expected to surpass the U.S. as 
the number one source of carbon dioxide emissions this year, or the next.  China plans to expand its use of 
nuclear power by building an additional 30 1,000 megawatt nuclear power reactors by 2020 (increasing 
nuclear power from 2 to 6 percent of total electricity output and prompting its search for foreign uranium 
supplies).  It also looks to increase natural gas utilization from 3 percent to 8 percent of total consumption 
by 2010 and has launched a program to build the necessary infrastructure to ship domestic natural gas from 
deposits in western China to major demand centers along the coast. 
 
Securing Foreign Resources.  The third response from China to its growing energy needs, -- and energy 
security concerns – is to diversify its energy supply through a “go out strategy” to secure new foreign 
imports and acquire overseas assets.  As noted in the Department of Energy’s February 2006 report to 
Congress pursuant to Section 1837 of the Energy Policy Act of 2005, as recently as 1996, China relied 
primarily on two countries, Oman and Indonesia, for roughly half of its imports – 70 percent when 
including Yemen.  Since that time, China has pursued long-term supply contracts with a diverse range of 
supplier nations to include Angola, Chad, Egypt, Indonesia, Kazakhstan, Nigeria, Oman, Russia, Saudi 
Arabia, Sudan, and Venezuela.  Last year saw the largest annual increase in new energy contracts signed by 
China with new agreements with Saudi Arabia and several African countries.  Currently, slightly over half 
of China’s oil imports come from the Middle East and almost a quarter from Africa. 
 
In addition to securing long-term supply contracts, China has pursued equity positions in a variety of 
energy assets and investments.  Although small compared to investments by the international oil majors, 



 

 

China’s investments have increased significantly in recent years.  Chinese national oil companies have 
invested in oil ventures (oilfield development, and pipeline and refinery projects) in Kazakhstan, Nigeria, 
Sudan, and in over 20 other countries in North Africa, Central Asia, Southeast Asia, Latin America, and 
North America. 
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Security and Defense Implications 
 
China’s response to its energy needs has led Beijing to finance energy projects that have uncertain 
prospects for a positive return on investment; ignore political risk that is prohibitive to private commerce; 
and, establish closer relations with “problem states,” such as Sudan, that are rich in energy, but that defy 
international norms and pose risks to regional stability.  The continuing growth in China’s economy will 
drive increased Chinese reliance on fossil fuels and sea-borne supply lines for the foreseeable future, and 
will continue to shape China’s security and defense policies in ways that will affect U.S. strategic interests. 
 
Security Implications.  China’s affinity for long-term supply contracts and equity positions, and its 
attendant belief that it must establish special relationships with these foreign suppliers, has potential 
negative repercussions on regional stability.  China has used economic aid, diplomatic favors, and the sale 
of military technologies as incentives to secure energy deals.  China’s energy needs have led Beijing to 
strengthen its commercial ties with Sudan, and have complicated efforts to secure more robust support from 
China in countering that country’s defiance of international norms.  They may have also influenced China’s 
role in containing Iran’s nuclear ambitions.  In recent years, China has also offered economic assistance 
and military cooperation to countries located astride key maritime and overland transit routes. 
 
A second implication lies in the uncertainty created by China’s energy acquisition strategies.  As 
documented in the reports published by this Commission, there remain concerns and questions both within 
the United States and among China’s neighbors over the economic impacts of China’s energy policies.  
Whereas the United States tends to pursue energy security through fostering broad-based markets and 
diversification of resources, China has tended to see its energy security interests advanced by protecting 
itself from the international market through control of the supply-chain beginning at the source of 
production.  Some have questioned whether investments by Chinese national oil companies in energy assets 
such as oil and gas fields, pipelines, and refineries abroad will “remove” energy resources from the 
competitive market.  On the contrary, ownership of these resources generally displaces what the Chinese 
would have otherwise bought on the open market, and the production from Chinese-owned firms often 
enters the market for global consumption.  To the extent that Chinese firms are investing where other 
international firms are not, the behavior could even expand the world’s supply of trade oil and gas.  
Nevertheless, the question remains over the degree to which China’s behavior could affect other countries, 
including emerging market economies, potentially creating a trend that runs counter to the process of 
market-oriented economic globalization upon which China is increasingly dependent for success.  
 
A third implication relates to lingering disputes that China has with several of its neighbors over 
sovereignty claims in the East and South China Seas.  Disputes over ownership of rich energy deposits, 
including some 7 trillion cubic feet of natural gas and up to 100 billion barrels of oil, in the East China Sea 
have periodically contributed to friction between China and Japan.  Japan maintains that the median line 
should determine sovereignty, while China claims an exclusive economic zone of 200 nautical miles from 
its continental shelf – extending almost to Japan’s shore.  We are encouraged that Beijing and Tokyo 
remain focused on diplomacy to resolve this issue.  Nevertheless, as we saw in the fall of 2005 when PRC 
naval vessels trained their weapons on Japanese Self Defense Forces aircraft monitoring Chinese drilling 
and survey activity in the disputed area, a clear potential exists for miscalculation or accidents that could 
lead to a crisis both sides would prefer to avoid.   
 
In the South China Sea, China claims exclusive sovereignty over the Spratly and Paracel island groups – a 
claim shared either whole or in part by Brunei, the Philippines, Malaysia, Taiwan, and Vietnam.  Although 
all parties continue to adhere to a 2002 Declaration of Conduct that commits each “to resolve their 



 

 

territorial and jurisdictional disputes by peaceful means” without “resorting to the threat or use of force,” 
competing sovereignty claims in this area have been the source of tension and conflict in the past.  Energy 
shocks or the discovery of extractable resource deposits could lead to renewed frictions between China and 
one or more of the other parties to the dispute. 
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Defense Implications.  As we have discussed in our 2007 report to Congress on Military Power of the 
People’s Republic of China, there is a question over the extent to which Beijing’s concerns for the security 
of its access to energy supplies has begun to shape China’s defense policy and force planning for the future.  
That energy and resource concerns influence China’s thinking about the problem of defense planning no 
longer appears to be subject to debate; China’s latest defense white paper, China’s National Defense in 
2006, states explicitly in its description of the security environment that, “security issues related to energy, 
resources, finance, information and international shipping routes are mounting.”  It also defines the 
People’s Liberation Army’s (PLA) primary task as the “upholding [of] national security and unity, and 
ensur[ing] the interests of national development.”  China has not been forthcoming on how these concerns 
will be addressed through doctrinal evolution, resource allocations, force structure changes, or contingency 
planning, however.  The lack of transparency and excessive secrecy that surrounds Chinese military and 
security affairs gives limited insight, if any, into the debates occurring within China on these fundamental 
questions. 
 
We see today a PLA that is in the midst of a broad-based comprehensive military transformation designed 
to fight and win short-duration, high-intensity conflicts against high-tech adversaries.  The near-term focus 
of China’s force development appears to be on preparing for military contingencies in the Taiwan Strait, 
including the possibility of U.S. intervention.  Over the longer-term, our report observes that official 
documents and writings by Chinese military strategists suggest Beijing is surveying the landscape beyond 
Taiwan in the consideration of the application of China’s military forces to other regional contingencies, 
such as conflict over resources or territory.  At present, China’s ability to project and sustain military power 
at a distance remains limited.  This indicates that, at least for the near and mid-term, China, and in 
particular the PLA Navy, faces an ambition-capability gap in terms of using military power to secure its 
foreign energy investments or to defend critical sea lanes against disruption. 
 
In analyzing the potential capabilities that China may consider developing for these types of missions, a 
number of current PLA acquisition programs are of note: 
 
• New missile units outfitted with conventional theater-range missiles at various locations in China 

could be used for anti-access/area denial in a variety of regional contingencies. 
 
• Airborne early warning and control and aerial-refueling programs could permit extended-range 

offensive air operations into the South China Sea. 
 
• Advanced destroyers and submarines equipped for anti-air, anti-surface, and undersea warfare could 

enable Beijing to protect and advance its maritime interests. 
 
• New equipment, better unit-level tactics, and greater coordination of joint operations are improving 

China’s emergent expeditionary forces – at present, three airborne divisions, two amphibious infantry 
divisions, two marine brigades, about seven special operations groups, and one regimental-sized 
reconnaissance element in the Second Artillery. 

 
• Investment in command, control communications, computers, surveillance intelligence and 

reconnaissance (C4ISR) capabilities, including space-based and over-the-horizon sensors, could 
improve identification, tracking, and targeting of foreign military activities deep into the western 
Pacific Ocean. 
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 Extended long-range patrolling into the Indian Ocean is providing increased opportunities for PLA 

Navy crews to become familiar with the traditional sea lanes upon which their oil is shipped.  China 
has conducted two multi-ship forays into the Indian Ocean this year, including one to participate in a 
multilateral naval exercise hosted by Pakistan, and the other to call on St. Petersburg, Russia. 

 
As we look to the future, a number of key trends and PLA capability developments are worth monitoring, 
in particular those related to extended-range power projection, including aircraft carrier development; 
expeditionary warfare; undersea warfare; anti-air warfare; long-range precision strike; maritime C4ISR; 
expeditionary logistics and possible forward basing; training and exercises, especially in open water; and, a 
more activist military presence abroad. 
 
U.S. Government Engagement 
 
Energy efficiency and security is increasingly a focal point of U.S.-China relations.  The number of 
bilateral and multilateral forums in which we engage China on energy continues to expand.  The list 
currently includes the Strategic Economic Dialogue; the Energy Policy Dialogue; the Asia-Pacific 
Partnership on Clean Development and Climate; the Senior Dialogue; the Five-Party (U.S., China, ROK, 
Japan, India) Energy Ministerial; the APEC Energy Working Group; and the Methane to Markets 
partnership.  The President’s recently announced climate change strategy targets China and other major 
emitters of greenhouse gases, with goals including collaboration on the broader use of clean, efficient 
energies in our markets. 
 
Conclusions 
 
In summary, as China’s economy grows, its demand for energy – and the secure, reliable access to energy 
sources, including oil, will continue to grow.  China’s energy acquisition strategy, based on an affinity for 
long-term supply contracts and equity positions in foreign ventures, and its attendant belief that it must 
establish special relationships with foreign suppliers, poses concerns for U.S. strategic interests.  An 
immediate consequence of this behavior is the negative impact that it has on U.S. goals favoring the spread 
of democracy, as well as priorities for the promotion of human rights and the rule of law, confronting the 
threat of terrorism, and non-proliferation. 
 
In the mid- and long-term, however, this behavior could pose the risk of spreading instability in volatile 
areas to neighboring countries with ramifications for regional security.  Finally, there is a question over the 
degree to which increased PRC foreign energy investments might lead Beijing to develop the military 
capacity to protect those investments if instability threatens to put them at risk. 
 
There is an important role for U.S. policy in helping to frame China’s choices and to encourage China’s 
leaders to make responsible decisions that strengthen and support global security and prosperity.  In this 
regard, U.S. policy is integrating a discussion of global market dynamics into a broader discussion of 
China’s national security priorities to help shape Beijing’s views on economics and market principles.  At 
the same time, we must also watch closely China’s energy acquisition efforts in Africa, the Middle East, 
and the Western Hemisphere, as well as the effects of Beijing’s “go out strategy” on the behaviors of other 
key states of concern.  And within the Department of Defense, we must continue to monitor carefully 
China’s military modernization and foreign military activities, particularly as they relate to capability 
developments that improve the PLA’s power projection and anti-access/area denial forces. 
 
Madam Chairman, Mr. Vice Chairman, and Members of the Commission, I thank you again for the 
opportunity to testify today and look forward to taking your questions. 
 

 
PANEL VIII:   Discuss ion,  Quest ions  and Answers  
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 HEARING COCHAIR D'AMATO:  Thank you very  much,  Mr.  
Helvey.   And your  s ta tement  wi l l  be  inc luded in the  record that ' s  
wr i t ten .  
 MR.  HELVEY:  Thank you.  
 HEARING COCHAIR D'AMATO:  There 's  been an  i ssue  tha t  this  
Commiss ion has  looked in to  over  the  las t  few years .   I  wanted to  get  
your  perspect ive  on DOD sees  the  quest ion of  the  long- term 
contrac tual  re la t ionship and the  equi ty  acquis i t ion of  f ie lds .  
 We have been to ld  var ious  percentages  that  the  Chinese  impor t  in  
terms of  t aking the  oi l  and mainta in ing secur i ty  of  supply  by import ing 
the  oi l  tha t  they acquire  in  these  f ie lds ,  which is  ra ther  ineff ic ient .   Do 
you have any sense  or  has  DOD done any assessment  as  to  what  
ac tual ly  i s  the  amount?  
 There 's  been some dispute  over  that  in  that  some people  indicate  
that  they fee l  tha t  the  Chinese  are  ac tual ly  buying i t  on  the  
in ternat ional  market  more so  now that  they ' re  playing as  an 
in ternat ional  player .   What  i s  your  unders tanding as  to  the  extent  to  
which China  has  cont inued to  hoard  or  to  t ry  and keep supply  of  that  
o i l  f rom the  f ie lds  that  they acquire  as  opposed to  p laying a long the  
l ines  of  the  normal  in ternat ional  p laybook and put t ing the i r  o i l  on  the  
in ternat ional  marketplace ,  buying oi l  on  the  internat ional  marketplace?  
 MR.  HELVEY:  Si r ,  thank you for  tha t  ques t ion.   I t ' s  my 
unders tanding that  China  does  pursue  k ind of  a  mixed s t ra tegy.   I t  does  
buy oi l  and other  energy resources  off  the  market .   Actual ly  a  smal ler  
percentage  of  the  resources  i t  acquires  i s  through these  schemes that  
you ta lked about ,  e i ther  whether  i t ' s  long- term supply  contracts  of  
doing equi ty  inves tments .  
 There 's  a lso  a  quest ion over  the  degree  to  which the  percentage  
of  the  energy suppl ies  that  are  acquired through that  route  e i ther  end 
up back in  China or  on the  open market ,  and as  I  referenced in  the  
tes t imony,  tha t  China  does  provide  a  measurable  amount  of  what  i t  
acquires  through these  specia l  means  in to  the  g lobal  energy markets .  
 I  don ' t  have the  speci f ic  f igures ,  but  I  would say that  c lear ly  
they ' re  not  buying a l l  thei r  s tuff  through long- term supply  contracts ,  
and i t  i s  a  mixed s t ra tegy.  
 HEARING COCHAIR D'AMATO:  Is  the  t rend toward purchasing 
on the  internat ional  marketplace  more  so  than in  the  pas t  or  i s  i t  
acquire  through pipe l ine  and secur i ty  of  supply?   
 MR.  HELVEY:  I  th ink one of  the  things  that  we 've  t r ied  to  do,  
both  in  terms of  the  Depar tment  of  Defense ,  but  a lso  U.S.  government  
agencies ,  i s  to  t ry  to  help  China  unders tand the  economic 
ineff ic iencies  of  pursuing long- term supply contracts  and equi ty  
posi t ions .  

 

 
 
 
  



 

 

 And to  the  extent  tha t  these  ef for ts  can  help  to  shape China 's  
v iews and recogni t ion of  the  ineff ic iency in  that ,  we ' re  contr ibut ing to  
a  more  mature  sense  of  market  pr inciples  and economic dynamics  in  
China .   I  don ' t  know exact ly  r ight  now what  the  current  t rend is ,  but  
cer ta inly  we 'd  l ike  to  see  China  pursue  more  on the  open market  and 
not  engage in  noncompet i t ive  energy acquis i t ion.  
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 HEARING COCHAIR D'AMATO:  Along the  same l ines ,  th is  
may not  be  something that  the  Depar tment  of  Defense  looks  into 
regular ly ,  but  when we had the  dispute  over  CNOOC's  a t tempt  to  
acquire  Unocal ,  there  was  a  quest ion of  China’s  "going-out"  s t ra tegy in  
terms of  acquir ing assets  of  that  k ind.  
 Now that  China  is  f lush  wi th  dol lars  and has  a  huge reserve  of  
American currency,  the  ques t ion  has  ar isen as  to  what  kind of  s t ra tegy 
the  Chinese  are  going to be  pursuing in  terms of  acquir ing assets ,  not  
necessar i ly  American asse ts ,  but  internat ional  assets ,  asse ts  in  other  
countr ies  that  are  the  producers  of  hydrocarbons?  
 Do you see  any evidence  or  i s  the  depar tment  concerned or  seen 
any evidence of  tha t  k ind of  a  s t rategy on the  par t  of  the  Chinese  in  
terms of  acquir ing s t ra tegic  energy assets  by jus t  purchasing them? 
 MR.  HELVEY:  I f  you mean by purchasing equi ty  posi t ions  in  
fore ign energy asse ts- -  
 HEARING COCHAIR D'AMATO:  Acquir ing companies  that  
produce energy and t ransmit  energy,  that  sor t  of  th ing.  
 MR.  HELVEY:  Sure .   That  i s  par t  of  China 's  s t ra tegy to  do tha t ,  
and to  the  extent  that  i t  has  the  resources  to  go out  and purchase  
companies  or  equi ty  s takes  in  fore ign energy assets ,  that  i s  par t  of  the  
s t ra tegy that  they ' re  pursuing.  
 But  I  think one  of  the  interes t ing  quest ions ,  and th is  k ind of  gets  
a t  one  of  the  main  themes of  the  tes t imony,  i s  some of  the  concerns  
that  we have--get t ing back to  the  Unocal  i ssue ,  and,  of  course ,  
recogniz ing that  the  decis ion-making on that  occurred far  above my 
pay grade--but  I  th ink i f  you look a t  the  uncer ta in ty  that  was  voiced 
over  the  impl ica t ions  of  China 's  ef for t  to  acquire  Unocal ,  i t  re la tes  to  
th is  cent ra l  concern  that  we have over  the  lack of  t ransparency in  a  lo t  
of  Chinese  economic  decis ion-making.  
 To the  extent  tha t  we have  greater  vis ib i l i ty  into  the  re la t ionship 
between the  s ta te  and poli t ica l  appara tus  and PRC commercia l  ent i t ies ,  
and to  the  extent  tha t  there  i s  greater  t ransparency in to  the  decis ion-
making tha t  goes  behind that ,  I  th ink a  lot  of  these  concerns  that  we 
and others  had over  these  t ransact ions  could  be  addressed.  
 HEARING COCHAIR D'AMATO:   Thank you.   Chairman 
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.   Thank 
you,  Mr.  Helvey,  both  for  coming today and for  your  service  to  our  



 

 

nat ion.   We have a  very valued re la t ionship  wi th  the  Depar tment  of  
Defense  and a lways  apprecia te  the  ins ight  that  you and other  
representa t ives  of  the  depar tment  br ing to  our  hear ings .  
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 Yesterday,  we heard some quest ions  being ra ised about  
essent ia l ly  the  re la t ionship  between the  centra l  government  and the  
s ta te-owned oi l  companies ,  especia l ly  in  the  context  of  Sudan,  for  
example .   As  i t  turns  out ,  a  lo t  of  the  o i l  tha t  CNPC is  get t ing out  of  
Sudan,  they are  se l l ing on the  market ,  not  taking back to  China .   There  
were  some quest ions  ra ised about  how much heat  the  Chinese  
government  i s  wi l l ing to  bear ,  publ ic  re la t ions  problems,  for  example ,  
when the  o i l  i s  not  coming back to  China  i t se l f .  
 I  wondered i f  you have any observat ions  on that  or  any sense  of  
what  opt ions ,  i f  indeed that 's  the  case ,  the  Chinese  government  might  
pursue  vis -à-vis  Chinese  s ta te-owned oi l  companies?  
 MR.  HELVEY:  With  speci f ic  respect  to  Sudan,  I  th ink one of  
the  things that  we have a  concern  about ,  and I  th ink i t ' s  symptomat ic  
of  a  broader  range of  China 's  decis ion-making in  i t s  energy acquis i t ion 
s t ra tegy,  i s  that  i t ' s  going in to  areas  where  pr ivate  commerce  or  o ther  
in ternat ional  o i l  companies  rea l ly  are  not ,  and that  leads  China  in  
many ways  to  become more  sol ic i tous  of ,  in  th is  case ,  Sudan,  the  
Sudanese  government 's  interes ts ,  and what  we ' re  seeing wi th  that ,  and 
the  impact  of  tha t  i s  a  re luctance  on China 's  par t  to  real ly  pressure  
Khar toum to  change i t s  in ternat ional  behavior  and comply wi th  
in ternat ional  norms.  
 Now,  in  te rms of  the  re la t ionship  between the  cent ra l  government  
and Chinese  oi l  f i rms,  I  th ink that  ge ts  back to  my par t  of  response  to  
the  previous  quest ion where  a t  leas t  f rom my perspect ive  I  think that  
there 's  a  lo t  of  remaining concerns  over  the  lack of  t ransparency that  
rea l ly  helps  to  expla in  and shed ins ight  on the  nature  of  the  
government /s ta te  in teract ions  wi th some of  these  oi l  companies .  
 So we don ' t  have a  whole  lo t  of  ins ight  in to  the  decis ion-making 
and the  re la t ionships  and therefore  the  mot ivat ions  and in tent ions  that  
go in to  some of  China 's  energy behavior ,  and I 'm not  real ly  in  a  
posi t ion to  recommend what  China  could  do to  improve that  outs ide  of  
jus t  being a  l i t t le  b i t  more t ransparent  in  the  nature  of  i t s  economic  
and s t ra tegic  decis ion-making.  
 CHAIRMAN BARTHOLOMEW:  I  th ink some of  the  quest ions  
rea l ly  a lso  come up in  the  context  of  i f  the  '08  Olympics  are  a t  r i sk  
because  of  the  cont inuing problems in  Sudan and China 's  ro le  in  those  
problems in  Sudan,  i s  the  Chinese  government  going to  be  wi l l ing  to 
a l low this  CNPC,  which is  making prof i t  out  of  this ,  to  cont inue  i t s  
ac t ivi t ies?  
 MR.  HELVEY:  This  i s  something that  our  two governments ,  
China  and the  Uni ted  Sta tes ,  a re  ta lking about ,  and we 're  concerned 



 

 

that  Bei j ing  i s  not  us ing i t s  fu l l  weight ,  but  this  i s  something that  we 
are  encouraging China  to  do.   I t s  access  and posi t ion in  Sudan in  many 
ways  carr ies  wi th  i t  unique  responsibi l i t ies  to  help  br ing Sudan in to 
compl iance  wi th  in ternat ional  norms.  
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 CHAIRMAN BARTHOLOMEW:  Great .   Thank you.  Okay.   I f  
there 's  t ime for  a  second round,  I  have other  ques t ions .  
 HEARING COCHAIR D'AMATO:  There  may be  t ime for  a  
second round.   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  A number  of  quest ions .   On the  
quest ion of  yes terday 's  tes t imony of  CNOOC act ing as  an  independent  
ac tor  f rom the  centra l  government  in  the  Sudan,  I  ac tual ly  have ser ious  
quest ions  whether  tha t ' s  the  case ,  given the  fact  that  Norinco is  se l l ing 
them weapons ,  the  Nat ional  Const ruct ion Company is  bui ld ing roads ,  
and the  Chinese  government  has  decided to  bui ld  infras t ructure .   So the  
appearance  of  an  independent  o i l  company is  ques t ionable  to  me,  jus t  
as  a  mat ter  of  comment .  
 Two,  i s  there  a  Chinese  mi l i tary  presence  in  the  southern Sudan 
to  protect  thei r  inves tments  current ly?  
 MR.  HELVEY:  That ' s  a  good quest ion.   I t ' s  one  that  has  k ind of  
been out  there  for  a  long t ime.  
 COMMISSIONER FIEDLER:  I 've  read both  th ings ,  yes  and no.  
 MR.  HELVEY:  I 've  seen press  repor ts  but  I 've  never  seen 
anything that  would  be  able  to  confirm for  me that  there  is  a  Chinese  
mi l i tary presence  protect ing  i t s  assets  or  personnel  in  southern  Sudan.   
I t  would  not  surpr ise  me i f  there  wouldn ' t  be  a  secur i ty  force .   Now,  
whether  that ' s  PLA or  contracted  secur i ty  to  provide  physica l  secur i ty  
for  the  personnel  there ,  tha t ' s  a  b ig  ques t ion,  but  whether  or  not  i t  i s  
PLA performing that  miss ion,  I  don ' t  know.  
 COMMISSIONER FIEDLER:  Or  PLA in  c ivi l ian c lothes?  
 MR.  HELVEY:  Right .  
 COMMISSIONER FIEDLER:  You made a  comment  that  we ' re  
t ry ing to  make the  Chinese  unders tand the  economic  ineff ic iencies  of  
t ry ing to  secure  sources  of  o i l .   Who are  we t ry ing to  persuade of  that?   
I s  i t  the  CMC?  Is  i t  the  mi l i tary?   Is  i t  the  Sta te  Counci l?   Is  i t  the i r  
energy depar tment  equivalent?    
 MR.  HELVEY:  Who are  we engaging?  Wel l ,  speaking from the  
Depar tment  of  Defense 's  perspect ive  in  Apr i l  2005,  the  former  Under  
Secre tary  of  Defense  for  Pol icy ,  Doug Fei th ,  used our  U.S. -China  
defense  consul ta t ive  ta lks  to  enter  in  a  d iscuss ion on the  h is tory  of  
energy markets  wi th  his  Chinese  counterpar t  who a t  the  t ime was  a  
deputy  chief  of  the  general  s taf f .  
 In  terms of  the  o ther  agencies  of  the  U.S.  government ,  I  th ink 
these  types  of  d iscuss ions  are  occurr ing a t  a  var ie ty  of  d i f ferent  levels .   
I  ment ioned,  for  example ,  the  Senior  Dialogue,  which is  something that  



 

 

the  Deputy  Secre tary  of  Sta te ,  Ambassador  Negroponte,  has  wi th  h is  
counterpar t .   This  i s  a  cont inuat ion of  the  former  Deputy  Secre tary of  
State  Robert  Zoel l ick 's  in terac t ions ,  and this  i s  pr imar i ly  wi th the  
Minis t ry of  Foreign Affa i rs .   
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 I  a lso  ment ioned the  St ra tegic  Economic Dialogue,  which is  a  
new forum that  Secre tary  Paulson now leads  up,  interact ing wi th  
individuals  a t  the  vice  premier  level  in  d i f ferent  e lements  of  China 's  
pol i t ica l  and economic appara tus .   So I  th ink these  types  of  
in teract ions  are  occurr ing a t  a l l  levels  wi th  the  Chinese  Par ty  and 
government .  
 COMMISSIONER FIEDLER:  I  apprecia te  that .  My concern  is  
tha t  the  concept  presupposes  that  they don ' t  unders tand the  economics  
of  this .   And I  th ink tha t  there  are  a  lot  of  people  who are  very  
sophis t ica ted  economical ly  in  China  and unders tand that .   So that  my 
suspicion i s  tha t  they have  made a  s t ra tegic  decis ion despi te  the  
economics  and that ' s  a  d i f ferent  quest ion.  
 Now,  the  s t ra tegic  decis ion may be  wrong,  even f rom thei r  own 
sel f - in teres t  point .   In  o ther  words ,  we heard tes t imony yes terday that  
thei r  search for  ownership  is  essent ia l ly  in  one analys t ' s  v iew fut i le ,  
tha t  they wi l l  never  be  able  to  secure  suff ic ient  supply  on thei r  own in  
order  to  guarantee  thei r  v iew of  the i r  own secur i ty.   I f  tha t ' s  the  case ,  
why don ' t  we jus t  le t  them f ind out  that  they can ' t?  
 MR.  HELVEY:  Wel l ,  I  th ink that  I  could  address  that  answer  on 
a  couple  of  d i f ferent  levels .   In  the  f i rs t  ins tance ,  i t  ge ts  back to  one of  
the  par ts  of  the  tes t imony I  ta lked about ,  th is  f r ic t ion between the  
growing dynamic  e lements  of  China 's  emerging market  economy,  but  
a lso  the  pol i t ical  and ideological  imperat ives  that  the  Chinese  
Communis t  Par ty  has  in  re ta in ing a  pol i t ical  monopoly  on power  and 
re ta in ing control  of  the  s t ra tegic  indust r ies .   That  i s  par t  of  that  
s t ra tegic  decis ion that  you were  ta lk ing about .  
 COMMISSIONER FIEDLER:  Right .    
 MR.  HELVEY:  I t ' s  something that  they fee l  very  s t rongly  about  
because i t  ge ts  to  the i r  abi l i ty  to ,  in  thei r  es t imate ,  preserve and 
protect  oppor tuni t ies  for  economic growth and development  which has  
a  di rec t  l inkage  to  domest ic  s tabi l i ty  and rol l ing back in to  the  
legi t imacy of  the  Communis t  Par ty  i t se l f  in  the  eyes  of  the  Chinese  
people .  
 Now,  I  th ink the  second par t  of  i t  on  why don ' t  we jus t  le t  them 
cont inue ,  and th is  gets  a t  some of  the  secur i ty  and defense  impl icat ions  
that  I  ta lked about  in  my tes t imony,  deta i led  in  the  wr i t ten  s ta tement ,  
i s  that  there  are  consequences ,  and in  some cases  t remendous  
consequences  that  deal  not  sole ly  wi th  the  economic ineff ic iency but  
on the  impact  on regional  s tabi l i ty  and secur i ty .   To the  extent  that  we 
can use  our  interac t ions  wi th  China  to  help  them to  adjust  their  



 

 

behavior  or  help  to  shape thei r  v iews on the i r  re la t ionship  between 
thei r  pol i t ica l  and s t ra tegic  decis ion-making on the i r  economic  
pol ic ies ,  to  he lp them to  or  to  shape thei r  v iews by br inging in to  a  
broader  d iscuss ion of  nat ional  secur i ty  pr ior i t ies ,  we might  be  able  to  
help China  to  maybe rebalance  i t s  r isk /benef i t  ca lculus  that  r ight  now 
is  dr iv ing them in  one  current  d i rect ion.  
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 COMMISSIONER FIEDLER:  I  unders tand.   Thank you.   I  too  
would  l ike  a  second round.  
 HEARING COCHAIR D'AMATO:  What ' s  that?  
 CHAIRMAN BARTHOLOMEW:  He  wants  a  second round i f  
there 's  t ime.  
 HEARING COCHAIR D'AMATO:  Another  bi te  a t  the  apple;  i s  
tha t  what  you ' re  saying?  Commiss ioner  Reinsch.  
 COMMISSIONER REINSCH:  I 'd  l ike  to  ask  you about  the  
prospect  of  increased ef for ts  by the  Chinese  Navy to  provide  sea  lane 
protec t ion or  secur i ty  in  the  St ra i ts  of  Malacca .   Have they displayed 
any interes t  in  tha t?   How would the  Defense  Depar tment  feel  about  i t  
i f  they did?   Do they have  that  capabi l i ty?  
 MR.  HELVEY:  Wel l ,  I  th ink I  could answer  tha t  quest ion  very 
br ief ly .   They don ' t  have the  capabi l i ty  r ight  now to  be  able  to  protect  
the  sea  lanes  in  the  St ra i t s  of  Malacca .   And I  th ink tha t  there  have  
been forums and oppor tuni t ies  to  k ind of  d iscuss  or  broach th is  i ssue  
and broader  quest ions  of  mar i t ime secur i ty ,  tha t  i t  might  be  useful  to  
engage in  that  d iscuss ion,  but  I  don' t  th ink we 're  in  a  pos i t ion  yet  
where  we would want  to  look a t  a l lowing China  to  protect  those sea  
lanes .  
 I 'd  a lso  point  out  tha t  the  hos t  governments  in  the  St ra i t s  of  
Malacca  region a lso  have a  vote ,  and I  th ink a t  th is  point  they ' re  very 
comfor table  providing thei r  own secur i ty  a t  leas t  for  the  Stra i ts  of  
Malacca .  
 COMMISSIONER REINSCH:  Can you c lar i fy  one th ing?  Have 
we had any discuss ions  wi th  the  Chinese  about  this?  
 MR.  HELVEY:  Not  on a  b i la teral  bas is ,  but  there  have been 
mul t i la tera l  forums and dia logues I  guess  through,  wi thin  the  region,  
that  China has  been invi ted  to  par t ic ipate  in .  
 COMMISSIONER REINSCH:  Have they expressed any in teres t  
in  a  la rger  role  in  mar i t ime secur i ty  in  the  region?  
 MR.  HELVEY:  I  th ink there  has  been some,  there  has  been some 
discuss ion and debate  wi thin  China ,  and you get  to  see  th is  
per iodical ly  in  news ar t ic les  and opinion ar t ic les  and Chinese  mil i tary  
journals  where  they 'd  be  thinking about  i t .   But  I  haven ' t  seen any 
di rec t  expressed opinion that  they want  to  do th is .   I  don ' t  know i f  
they 've  made that  decis ion yet  or  not .  
 I t ' s  a  funct ion of ,  one ,  the  lack  of  capabi l i ty ,  the  lack of  



 

 

capabi l i ty  to  do i t  r ight  now,  and i t  a lso  gets  back to  those  quest ions  
that  I  ra ised  in  the  prepared tes t imony that  Hu J in tao  def ined th is  as  
the  "Malacca  di lemma,"  and I  don ' t  know i f  they 've  necessar i ly  f igured 
out  exact ly  how they want  to  respond to  i t  ye t  in  terms of  whether  or  
not  they want  to  go uni la tera l  or  whether  or  not  they want  to  go 
cooperat ive  effor ts  wi th  other  countr ies  in  the  region.  
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 COMMISSIONER REINSCH:  Thank you.  
 HEARING COCHAIR D'AMATO:  We ' l l  have a  second round.   
Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you.   Commiss ioner  
Reinsch asked a  p iece  of  the  ques t ion that  I  was  going to  ask  about  the  
sea  l ines  of  communicat ion.   So I  th ink I ' l l  ask something a  l i t t le  b i t  
d i f ferent  about  i t ,  and that  i s  i f  the  Chinese  government  bel ieves  tha t  
the  U.S.  i s  the  par ty  that  has  the  abi l i ty ,  and a t  some point  the  
potent ia l  in terest ,  in  cut t ing  those  off - - I 'm not  saying that  we do--but  
i f  tha t ' s  what  they bel ieve ,  why would  they engage in  some sor t  of  
cooperat ive  act iv i ty?  
 MR.  HELVEY:  Cooperat ive  act iv i ty  wi th  us  or  cooperat ive  
ac t ivi ty--  
 CHAIRMAN BARTHOLOMEW:  Cooperat ive  act iv i ty  wi th  us .  
 MR.  HELVEY:  I  th ink both  s ides  are ,  cer ta in ly  f rom our  
perspect ive ,  one of  the  things  that  we 've  been t ry ing to  do wi th  our  
overa l l  pol icy  is  to  create  an  envi ronment  that  favors  cooperat ion over  
compet i t ion .  
 I  th ink a t  the  end of  the  day that ' s  probably--of  course  we 
wouldn ' t  shy away f rom compet i t ion--but  a t  the  end of  the  day,  I  th ink 
our  objec t ive  must  be  to  create  that  type  of  environment .   To the  extent  
that  we can ident i fy  areas  where  our  in teres ts  converge ,  whether  i t ' s  
over  counter ing pi racy or  narcot ics  prol i fera t ion,  these  are  the  types  of  
th ings  that  we ought  to  be  doing whi le  s t i l l  d iscuss ing and speaking 
f rankly  about  our  d i f ferences .  
 This  i s  something tha t  I  think i f  we were asked,  we 'd  have to  
th ink about  i f  we 'd  want  to  pursue  that ,  but  the  na ture  of  our  
re la t ionship  wi th  the  PLA at  th is  point  jus t  i sn ' t  there  in  terms of  
ta lk ing about- -mar i t ime secur i ty .   We 're  s t i l l  focusing on mari t ime  
safe ty.  
 CHAIRMAN BARTHOLOMEW:  Do you th ink that  i t  would  be  
poss ib le  to  s t ructure  such cooperat ion in  a  way that  a l lows us  to  
mainta in  the  secrecy of  the  th ings that  we need to  keep secre t  in  order  
to  keep our  own edge?  
 MR.  HELVEY:  I  would  probably  have  to  defer  that  to  the  Navy,  
and in  par t icular ,  U.S.  Paci f ic  Command.   But  there  are  ways  that  we 
can s t ructure  coopera t ive  in terac t ions .   Last  year ,  we completed our  
f i rs t  join t  mar i t ime search and rescue exerc ise .   This  gets  back a t  how 



 

 

we're  real ly  not  in  the  posi t ion ,  the  nature  of  our  re la t ionship  isn ' t  
there  yet ,  but  we can const ruct  and create  mi l i tary  interac t ions  where  
we can protect  those  th ings  that  we need to  protect  whi le  a t  the  same 
t ime der iv ing benef i t  and value  that  we would  seek.   In  th is  ins tance ,  i t  
was  unders tanding how they would  opera te  and perform some mar i t ime  
secur i ty  opera t ion.  
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 There 's  ways  to  do i t .   I  can ' t  g ive  you the  detai l s  on  how they 
would do i t  because  that ' s  something that  the  PACOM guys  would be  
able  to  handle ,  but  we do that  a l l  the  t ime.  
 CHAIRMAN BARTHOLOMEW:  Okay.   Final ly ,  on a  s l ight ly  
d i f ferent  topic ,  there  was  a  repor t  I  th ink las t  week that  the  Chinese 
government  sa id  that  they were  in teres ted  and wi l l ing to  do a  hot  l ine ,  
a  mi l - to-mil  hot  l ine ,  and I  not iced,  though,  when I  looked a  l i t t le  b i t  
more  a t  i t ,  i t  sa id ,  wel l ,  we ' l l  be  ta lking about  th is  in  September  and 
"dudda-dudda."  
 MR.  HELVEY:  Maybe,  maybe,  maybe.  
 CHAIRMAN BARTHOLOMEW:  Yes .   I s  there  any insight  you 
can provide  into  whether  we th ink this  i s  ac tual ly  going to  happen and 
when i t  might  happen?  
 MR.  HELVEY:  As  you know,  we 've  had th is  proposal  on the  
table  s ince  2004,  and th is  has  been one of  the  th ings  that  we 've  been 
offer ing to  China .   I t ' s  a  tool  tha t  we have wi th  o ther  members  of  the  
U.N.  Secur i ty  Counci l  and 30 some odd other  nat ions  that  I  th ink 
would  be  a  useful  mechanism and device  to  improve communicat ions .  
 And for  a  long t ime,  the  PLA had e i ther  not  responded or  sa id  
not  ready.   Beginning las t  year ,  we s tar ted get t ing  some posi t ive 
indicat ions  and s ignals  f rom our  PLA counterpar ts ,  inc luding 
Lieutenant  General  Zang Qinsheng,  who was  quoted in  the  newspaper  
las t  week,  as  saying that  they would be  in teres ted  in  moving on to  
cont inue those  ta lks .  So we 've  had technical  ta lks .   We 've  had fur ther  
pol i t ica l  ta lks ,  and i t  looks  l ike  they might  be  ready to  rea l ly  move 
forward wi th  th is  th ing when we have the  next  round of  Defense  
Consul ta t ive  Talks ,  tentat ively  this  September .  
 We th ink th is  would  be  a  good and posi t ive  development  to  
improve our  abi l i ty  to  communicate  wi th each other .   At  the  end of  the  
day,  a  lo t  of  i t  i s  going to  depend on implementat ion.   Jus t  having a  
defense  te lephone l ink  is  not  in  and of  i t se l f  a  useful  device .   You 've  
got  to  ac tual ly  be  able  to  use  i t  when i t ' s  needed,  tes t  i t  and use  the  
proper  protocols .  
 So we ' l l  be  looking to  make sure  tha t ' s  par t  of  any kind of  
agreement  to  move forward is  tha t  this  i s  going to  be a  device  tha t  wi l l  
be  used.  
 CHAIRMAN BARTHOLOMEW:  So we hope that  th is  s ta tement  
was  real ly  a  s ta tement  of  in tent  to  ac t ,  not  jus t  a  s ta tement  of  in tent  to  



 

 

ta lk  about  ac t ing?  
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 MR.  HELVEY:  We're  hopeful  tha t  i t ' s  a  s ta tement  of  in tent  to  
ac t ,  but  we ' l l  have  to  see .  We ' l l  have  to  see  what  happens  as  we get  
c loser  to  September .  
 CHAIRMAN BARTHOLOMEW:  Right .   Great .   Thank you.  
 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Houston.  
 COMMISSIONER HOUSTON:  Yes ,  thank you very  much.   Mr.  
Helvey,  thank you so  much for  being here  th is  af ternoon.   I 'm sure  i t ' s  
where  you wanted to  spend your  Fr iday af ternoon.   Maybe you can 
sneak out  ear ly  af ter  th is .  
 I  have a  ques t ion based on something that  you ment ioned br ief ly  
in  your  remarks .   You sa id  tha t  of  course  China 's  mi l i ta ry i s  focusing 
on and looking a t  potent ia l  conf l ic t  wi th  Taiwan,  and then you sa id  
that  they are  taking into  considerat ion potent ia l  confl ic ts  wi th  o ther  
ter r i tor ies  or  resources .   What  ter r i tor ies  or  resources  par t icular ly  were  
you speaking of  and do these  concerns ,  do  they re la te  to  China 's  energy 
secur i ty  in  par t icular?  
 MR.  HELVEY:  Two of  the  areas  where  China  cont inues  to  
mainta in  ter r i tor ia l  d isputes ,  a re  in  the  South  China  Sea  and the  East  
China  Sea.   Both  of  those  areas  are  r ich  in  natura l  resources  so  I  think 
in  terms of  looking a t  the  power  project ion,  ant i -access /area  denia l  
capabi l i t ies  that  are  emergent  in  the  PLA,  they could  have appl ica t ion 
for  cont ingencies  in  those  areas .   But  a lso  as  I  sa id ,  in  the  tes t imony,  
one of  the  th ings  that  we are  encouraged by is  that  Bei j ing and the  
other  par t ies  to  these  disputes ,  whether  i t ' s  Japan in  the  Eas t  China  Sea  
or  many of  the  Southeas t  Asian nat ions  in  the  South  China  Sea ,  a l l  
these  par t ies  are  very  much focused on keeping the  d isputes  in  a  
d iplomat ic  t rack.  
 But  one  of  the  quest ions  tha t  we would have,  and granted,  th is  i s  
specula t ive ,  but  one of  the  quest ions that  we would  have,  i s  could  
f r ic t ion or  tens ion increase  over  energy in  e i ther  of  those  areas ,  and I  
th ink that ' s  an  open quest ion,  but  i t  i s  a  poss ibi l i ty .  
 COMMISSIONER HOUSTON:  So bas ical ly  these  confl ic ts  are  
wi thin  thei r  own backyard more  or  less?  
 MR.  HELVEY:  They ' re  not  conf l ic ts  now.  
 COMMISSIONER HOUSTON:  Or--excuse  me--  potent ia l  
conf l ic ts  tha t  they ' re  concerned about .  
 MR.  HELVEY:  In  the  case  of  the  East  and South  China  Sea ,  yes .   
They ' re  in  thei r  mar i t ime per iphery ,  but  one  of  the  th ings  I  a lso  ra ised 
in  the  tes t imony is  the  extent  to  which China 's  more  far ther- f lung 
inves tments- -  
 COMMISSIONER HOUSTON:  Right .   That  was  the  second par t  
of  my quest ion,  yes .  



 

 

 MR.  HELVEY:  - -could  kind of  lead China  to  seek to  develop the 
capabi l i t ies  to  be  able  to  in tervene to  protect  those  inves tments  i f  
ins tabi l i ty  were  to  ar ise ,  whether  that  would  be in  Centra l  Asia  or  
Afr ica  or  o ther  p laces .  

 

 
 
 
  

- 257 -

 

 Right  now they have some s ignif icant  capabi l i ty  l imi ta t ions ,  but  
i t ' s  a  ques t ion over  whether  those  energy interes ts  could  lead them to 
develop the  capabi l i ty  to  do i t  i f  they so  chose .  
 COMMISSIONER HOUSTON:  Right .   So a t  th is  point ,  they ' re  
bui ld ing Navy capabi l i ty  for  the  geographical  nearness .   I f  they were 
to  protect  o i l  asse ts  in ,  for  example ,  I ran  or  Sudan,  tha t  i s  obviously  a  
very  di f ferent  k ind of  opportuni ty  for  them or  chal lenge I  suppose .   So 
in  thei r  mi l i tary  planning,  are  they a lso  looking a t  non-Navy growth to  
protect  those  asse ts ,  those  oi l  asse ts  in  far - f lung places  as  you put  i t?  
 MR.  HELVEY:  I t  would  be  d i f f icul t  for  me to  say  what 's  in  the i r  
mi l i ta ry  planning.  
 COMMISSIONER HOUSTON:  Right .  
 MR.  HELVEY:  Because  we don ' t  rea l ly  know what 's  in  the i r  
mi l i tary  p lanning.   This  ge ts  back to  the  lack  of  t ransparency,  but  
looking a t  some of  the  capabi l i t ies  tha t  are  emergent  in  China 's  forces  
you see  long-range power  project ion forces .   I  th ink one of  the  key 
th ings  that  one  would  want  to  look a t  i s  developments  of  thei r  
expedi t ionary  forces  to  be  able  to  provide  a  land capabi l i ty ,  whether  
i t ' s  a i rborne  or  amphibious  expedi t ionary  logis t ics .  
 I f  you put  some t roops  in  a  fore ign country ,  you got  to  be  able  to  
suppor t  i t  and sus ta in  them,  which they don ' t  rea l ly  have r ight  now.   
But  in  terms of  long-range prec is ion s t r ike  ba l l i s t ic  missi le  forces ,  
they ' re  developing for  convent ional  opera t ions .   So these  are  the  types  
of  th ings  that  we would  need to  look for  or  we ought  to  be  watching to  
see  i f  they ' re  developing the  capabi l i ty  to  do that ,  again ,  i f  they chose .  
 But  I  th ink the  ques t ion is  s t i l l  open i f  th is  i s  something tha t  
they would actual ly  in tend to  do.  
 COMMISSIONER HOUSTON:  Right .   Thank you.  
 HEARING COCHAIR D'AMATO:  Thank you.   This  Commiss ion 
has  been concerned in  the  pas t  about  the  Chinese  investment  act ivi t ies  
in  I ran ,  namely the  Yadavaran f ie ld  in  I ran ,  and other  energy 
connect ions  to  I ran.   What  can you te l l  us  about  the  current  th inking of  
the  depar tment  on the  geopol i t ical  secur i ty  considera t ions  of  China 's  
energy re la t ionship  wi th  I ran?  
 MR.  HELVEY:  This  i s  ac tual ly  an  in teres t ing point  because  
China  i s  involved wi th  I ran  on a  var ie ty  of  d i f ferent  levels .   I t  acquires  
energy f rom Iran,  i t  se l l s  arms to  I ran ,  and these  are  the  types  of  th ings  
that  we do have concern  about ,  but  I  don ' t  know i f  you could  
necessar i ly  lump China 's  energy in terac t ions  wi th  I ran  in  the  same 
categor ies  you would  wi th  some of  the  o ther  countr ies  that  we ta lked 



 

 

about ,  Sudan,  for  example .   That ' s  because  i t ' s  my unders tanding--I 'm 
not  an  I ran  exper t - -but  i t ' s  my unders tanding that  I ran  has  
const i tut ional  l imi ta t ions on the  extent  to  which I ranian  oi l  companies  
or  foreign companies  would be  a l lowed to  es tabl ish  equi ty  posi t ions  in  
I ran .  
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 So I  th ink you 've  got  a  d i f ferent  dynamic there ,  and I  don ' t  know 
i f  energy plays  as  much of  a  ro le  as  i t  would-- in  China 's  in teract ions  
wi th  I ran--as  i t  would  wi th  a  country  l ike  Sudan,  for  example ,  but  that  
doesn ' t  obvia te  our  concerns  over  the  nature  of  China 's  re la t ionship on 
mul t ip le  levels  wi th  I ran  and how that  re la t ionship  may I  guess  
compl icate  the  internat ional  communi ty 's  e ffor ts  to  address  I ran 's  
nuclear  program,  suppor t  for  ter ror ism and these  types  of  th ings .  
 HEARING COCHAIR D'AMATO:  Yes .   I t ' s  my unders tanding 
that  there  are  inves tments  in  the  Yadavaran f ie ld  were so  potent ia l ly  
extens ive ,  huge,  tha t  tha t  would  be a  s igni f icant  fac tor ,  jus t  tha t  
inves tment  a lone in  the  long run.  
 MR.  HELVEY:  I 've  seen,  and I  think they even ta lked about  i t  in  
the  U.S.  Depar tment  of  Energy repor t  that  was  publ ished las t  year ,  that  
there  was  some discuss ion of  s igning an  MOU.  I  think they d id  s ign an  
MOU.  That  was  pret ty  s igni f icant .  
 HEARING COCHAIR D'AMATO:  Yes .  
 MR.  HELVEY:  Where  China  would  be  able  to  acqui re  o i l  and 
natura l  gas  in  exchange for  developing the  oi l  f ie ld  that  you spoke of  
and tha t  i s  a  s igni f icant  development .   But  I  jus t  wanted to  make the 
d is t inc t ion  between the  oi l  dip lomacy that  i t  i s  a  di f ferent  ca tegory or  
i t ' s  a  d i f ferent  type  of  re la t ionship that  they have wi th  some of  these  
other  suppl ier  nat ions .  
 HEARING COCHAIR D'AMATO:  Jus t  one  moment .  
 CHAIRMAN BARTHOLOMEW:  Jus t  one adminis t ra t ive  note .   
We 're  expect ing Congressman Bar t le t t  to  come,  but  he 's  ac tual ly  not  
supposed to  be  here  unt i l  two o 'c lock.   I f  you can give  us  a  l i t t le  b i t  
more  t ime i f  i t  f i t s  in to  your  schedule  and i f  our  next  panel is ts  
wouldn ' t  mind us  s tar t ing  tha t  panel  a  few minutes  la te ,  I  th ink we can 
f i t  i t  a l l  together .   Do you have l ike  another  f ive  minutes  you can give  
us?  
 MR.  HELVEY:  I  sure  wi l l .   I 'd  be  happy to  do i t .  
 CHAIRMAN BARTHOLOMEW:  Thanks .  
 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Fiedler .  
 COMMISSIONER FIEDLER:  You asked my I ranian quest ion,  
but  le t  me ask a  fac tual  quest ion.   Do we know the  s ize  of  the  Chinese  
St ra tegic  Pet roleum Reserve?   And do we know the  s ize  to  which they 
want  to  grow maximal ly?  
 MR.  HELVEY:  Yes ,  ac tual ly  I  addressed i t  in  my wri t ten  



 

 

s ta tement ,  but  I ' l l  have to  address  that  d i rec t ly .    
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 COMMISSIONER FIEDLER:  Al l  r ight .  
 MR.  HELVEY:  They s tar ted  const ruct ing the  St ra tegic  
Pet roleum Reserve  in  2004,  but  because  of  h igh oi l  pr ices ,  a t  the  t ime,  
they didn ' t  ac tual ly  s tar t  f i l l ing i t  unt i l  las t  year  in  2006.  
 They want  to  develop the  Strategic  Pet roleum Reserve  in  three  
bas ic  phases ,  the  f i rs t  of  which is  to  be  completed by 2008 wi th  about  
100 mil l ion barre ls  which would  be  equivalent  of  about  25 days  of  
China 's  ne t  oi l  impor ts .   That  would be  by 2008.  
 The second phase  i s  to  add another  200 mil l ion  barre ls  of  o i l ,  
which would  cover  42 days  of  net  o i l  impor ts ,  and then once  you get  
beyond 2010,  the  th i rd  phase  may increase  the  net  s torage capaci ty  up 
to  500 mil l ion barre ls  of  o i l .  
 COMMISSIONER FIEDLER:  I  d idn ' t  do the  math,  but  so  another  
month or  two?  
 MR.  HELVEY:  There 's  another  month .    
 COMMISSIONER FIEDLER:  125 days  to ta l?  
 MR.  HELVEY:  There  has  been some discuss ion that  China  might  
want  to  go up to  90 day s tandard,  In ternat ional  Energy Agency 
s tandard  of  90 days ,  but  there 's  a lways  a  ques t ion on that  because  when 
you ' re  t ry ing to  project  down in  the  fu ture ,  i t  has  a  lo t  to  do wi th  what  
thei r  consumpt ion ra tes  are  going to  be  a t  that  t ime,  GDP growth,  and 
so  I  think,  based on the  informat ion that  we 've  got  r ight  now that  I 've  
included in  the  tes t imony,  I  got  i t  f rom Depar tment  of  Energy,  and 
those  are  the  exper ts  on  tha t - -but  I  think tha t ' s  what  we ' re  looking a t  
r ight  now.  
 COMMISSIONER FIEDLER:  And how does  that  compare  to  our  
reserve?  
 MR.  HELVEY:  I  ac tual ly  don ' t  have data  on our  St ra tegic  
Petroleum Reserve.   I  could  ge t  that  for  you i f  you 'd  l ike .  
 COMMISSIONER FIEDLER:  That ' s  a l l  r ight .   I  can  get  i t .   
Thank you.  
 HEARING COCHAIR D'AMATO:  I  don ' t  th ink we 've  got  any 
fur ther  ques t ions .   Thank you so  much for  your  tes t imony.   And we ' l l  
take  a  f ive  minute  break.   We know the  next  panel  i s  in  the  bul lpen 
here  wai t ing and warming up.   We 're  expect ing to  have Congressman 
Bar t le t t  shor t ly .   We 're  going to  wai t  on him for  a  couple  minutes ,  and 
we ' l l  take  a  f ive  minute  break.  
 Thank you very  much,  Mr.  Helvey.  
 MR.  HELVEY:  Thank you very  much.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
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PANEL IX:  PRIVATE SECTOR STRATEGIES FOR ADDRESSING 
THE EFFECTS OF CHINA’S ENERGY CONSUMPTION 

  
 HEARING COCHAIR D'AMATO:  The Commiss ion wi l l  come to  
order .   We're  about  to  begin  our  next  panel  a l though we are  wai t ing for  
Congressman Bar t le t t .   We don ' t  know exact ly  when he ' l l  a r r ive ,  so  
we ' l l  go  ahead and in t roduce the  panel  and even begin  tes t imony,  and 
then i f  Representat ive  Bart le t t ,  when he  comes,  we ' l l  in ter rupt  tha t  
panel ' s  tes t imony to  hear  f rom him,  and then resume.  
 This  next  panel  examines  how the  pr ivate  sector  can contr ibute  
toward improvements  in  China 's  energy use ,  and we have severa l  
in teres t ing panel is ts  wi th  us  today.   On my lef t ,  Mr.  John Sie  i s  
Founder  and Chairman of  Starz  Enter ta inment  Group of  Denver ,  
Colorado.   Mr.  Sie ,  a  nat ive  of  China ,  came to  the  Uni ted Sta tes  a t  the  
age  of  14 in  1950 and s tayed in  Sta ten  Is land unt i l  he  graduated f rom 
high school .  
 He began his  profess ional  career  in  1958 when he jo ined the  
RCA Defense  Elect ronics  Divis ion on advanced microwave sol id  s ta te  
devices .   He 's  an  engineer .   In  1960,  he  co-founded Micro Sta te  
Elect ronics  Corporat ion ,  la ter  as  pres ident ,  as  a  subs idiary  of  the  
Raytheon Corporat ion.   In  1972,  Mr.  Sie  jo ined Jerrold  Elect ronics  
Corporat ion,  a  subsidiary  of  General  Ins t rument  Company,  as  Senior  
Vice  President  of  the  CATV divis ion.   In  1977,  he  jo ined Showtime 
Enter ta inment  as  Senior  Vice  Pres ident  of  Sales  and Market ing.  
 And as  I  sa id ,  he 's  a  Founder  and Chairman of  the  Starz  
Enter ta inment  Group.   Recent ly  the  Anna and John J .  Sie  Foundat ion 
was  created,  which sponsored the  opening of  the  Univers i ty  of  Denver  
Inst i tute  for  Sino-American Internat ional  Dialogue.  
 He created an ins t i tu t ion in  Denver  a t  the  Univers i ty  of  Denver 
for  the  very  purpose  of  examining the  k ind of  publ ic /pr ivate  
par tnerships  that  can be  created  in  addressing energy wi th  China ,  
between the  Uni ted Sta tes  and China  in  energy and environmental  
i ssues ,  and as  I  unders tand,  the  bui ld ing that  he 's  founded a t  the  
Univers i ty  of  Denver  has  the  dis t inct ion of  being a  p la t inum--he 's  
contr ibut ing his  own mark to  c l imate  change in  the  Uni ted  Sta tes- -a  
Pla t inum Lead Cer t i f ied  Green Bui lding Counci l  Group.  
 Not  only  does  h is  bui ld ing have no carbon footpr in t  but  
apparent ly  i s  associated  wi th the  bui lding next  to  i t ,  which is  ac tual ly  
dra ining that  bui ld ing of  i t s  carbon footpr in t .   So congratula t ions  to  
you on that .  
 Next  to  h im is  Dr .  Kel ly  Sims Gal lagher ,  who is  Director  of  the  
Research Group on Energy Technology Innovat ion Pol icy  a t  Harvard 
Univers i ty 's  Belfer  Center  for  Science  and In ternat ional  Affa i rs ,  a t  the  
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 Her  research encompasses  energy technology innovat ion pol icy ,  
in ternat ional  energy cooperat ion,  energy pol icy ,  c l imate  change pol icy ,  
in ternat ional  environmental  pol icy  and technology t ransfer /economic  
development  ques t ions .  
 Dr .  Gal lagher  received her  Master ' s  degree  and Ph.D.  f rom the  
Fle tcher  School  of  Law and Diplomacy a t  Tuf ts  Univers i ty .  
 And next  to  her ,  Mr.  Wayne Rogers  i s  a  par tner  in  the  Publ ic  
Law and Pol icy  Stra tegies  Group of  the  law f i rm Sonnenschein ,  Nath  & 
Rosenthal .   He has  di rected energy def in i t ional  miss ions to  Grenada,  
Honduras ,  Brazi l ,  Argent ina ,  Ecuador ,  Peru ,  Guatemala ,  Costa  Rica ,  
Dominican Republ ic ,  Jamaica ,  Pakis tan  and India .  
 He has  a lso  been inf luent ia l  on inf luent ia l  t rade miss ions  such as  
President  Cl inton 's  h is tor ic  v is i t  to  India ,  Energy Secre tary  Hazel  
O 'Leary 's  miss ion to  Pakis tan ,  Commerce  Secre tary  Daley 's  miss ion to  
India ,  and most  recent ly  was  in  China  a t  the  same t ime that  the  
Commiss ion was  th is  pas t  Apr i l  on  a  specia l  Commerce  Depar tment  
Clean Energy Trade Miss ion to  China  and India .  
 He 's  a lso  the  CEO of  h is  own a l ternat ive  energy f i rm deal ing 
wi th  hydropower  and wind power  in  Annapol is ,  Maryland.   We 
welcome a l l  of  you and look forward to  your  tes t imony,  and i f  i t ' s  a l l  
r ight ,  we ' l l  s tar t  wi th  Mr.  Sie ,  i f  you would  proceed,  and then we ' l l  go 
f rom there .  
 

STATEMENT OF MR. JOHN SIE 
INSTITUTE FOR SINO-AMERICAN INTERNATIONAL 

DIALOGUE, UNIVERSITY OF DENVER, DENVER, COLORADO 
 

 MR.  SIE:   Good afternoon.   I 'm very  honored to  be  wi th  such an 
august  group th is  af ternoon.   I 'd  l ike  to  jus t  a t  leas t  review the  data  
that ' s  been summarized today but  perhaps  wi th  a  d i f ferent  perspect ive .  
 F i rs t ,  le t ' s  define the  problem in  the  area  of  energy.   We a l l  
know that  the  Uni ted  Sta tes  which has  4 .5  percent  of  the  world 's  
popula t ion consumes about  21 percent  of  the  world 's  energy.   China ,  20 
percent  of  the  world 's  popula t ion consumes about  14 percent .     On the  
per  capi ta  bas is ,  the  Uni ted  Sta tes’  i s  7 .9  ton of  o i l  equivalent  per  year  
versus  China 's  1 .2 ,  or  6 .6  t imes  more  energy consumpt ion per  capi ta .  
 I  th ink tha t ' s  the  scope of  the  problem.   Over  the  next  12 years ,  
probably  300 mil l ion  more  Chinese  wi l l  enter  the  middle  c lass  rank,  
and--  
 HEARING COCHAIR D'AMATO:  I  th ink we ' l l  go ahead and 
in ter rupt  your  tes t imony,  i f  you don ' t  mind,  Mr.  Sie .  
 MR.  SIE:   Sure .   Absolutely .    
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PANEL:  CONGRESSIONAL PERSPECTIVES 

 
 HEARING COCHAIR D'AMATO:  Today we are  p leased to  
welcome Congressman Roscoe Bar t le t t  f rom Maryland 's  6 th  
Congress ional  Dis t r ic t .   Congressman Bar t le t t  was  f i rs t  e lec ted in  
1992--I  remember  when that  happened-- to  represent  Maryland 's  6 th  
Dis t r ic t ,  and is  now serving his  e ighth  term in  the  U.S.  House  of  
Representa t ives .  
 He serves  on the  House  Armed Services  Commit tee ,  the  House  
Smal l  Business  Commit tee ,  and the  House  Commit tee  on Science  and 
Technology.   He holds  a  Ph.D.  in  physiology f rom the  Univers i ty  of  
Maryland and is  no s t ranger  to  energy pol icy as  he  i s  on  the  Science  
Commit tee  Subcommit tee  on Energy and Environment ,  and he  is  one of  
only  three  sc ient is ts  serving in  the  U.S.  Congress .   
 He has  a lso  authored a  congress ional  resolut ion,  H.  Res .  12 
which cal ls  on  the  U.S.  to  col laborate  wi th  internat ional  a l l ies  on  an 
energy projec t .   I  want  to  point  out  tha t  Congressman Bar t le t t  serves  as  
the  ranking member  of  the  Seapower  and Expedi t ionary Forces  
Subcommit tee  and is  a  member  of  the  Subcommit tee  on Oversight  and 
Invest igat ions  of  the  Armed Services  Commit tee .  
 He 's  wel l  p laced to  ta lk  about  both  the  mi l i ta ry  and secur i ty  
consequences  of  China 's  energy issues ,  and energy consumption and 
the  consequences for  a l l  of  us  of  China 's  increased energy 
consumpt ion.   
 Pr ior  to  his  e lec t ion in  Congress ,  he  pursued successful  careers  
as  a  professor ,  a  research scient is t ,  an  inventor ,  a  smal l  bus iness  owner  
and a  farmer .   We welcome you,  Congressman Bar t le t t  and look 
forward to  your  tes t imony.  
 

STATEMENT OF ROSCOE BARTLETT 
A U.S.  REPRESENTATIVE FROM THE STATE OF MARYLAND 

 
 DR.  BARTLETT:   Thank you very much.   I  apprecia te  the  
oppor tuni ty  to  tes t i fy  before  the  members  of  the  U.S.-China Economic  
and Secur i ty  Review Commiss ion concerning energy.   The Commiss ion 
has  been charged to  examine and repor t  to  Congress  about  energy,  
consider ing the  ef fec t  of  the  large  and growing economy of  the  
People 's  Republ ic  of  China  on world  energy suppl ies ,  and the  ro le  the  
Uni ted  Sta tes  can play  including jo int  research and development  
ef for ts  and technological  ass is tance  in inf luencing energy pol icy  of  the  
People 's  Republ ic  of  China .  
 Energy is  a  topic  of  in tense  in teres t  and concern  to  me.   I 've  
been s tudying energy and in  par t icular  o i l  for  the  pas t  40  years .   I  
be l ieve  tha t  energy wi l l  be  the  dominant  i ssue  affec t ing  our  nat ion  and 

 

 
 
 
  



 

 

our  world  in  the  21st  century .   In  8 ,000 years  of  recorded his tory,  we 
are  about  150 years  in to  the  age  of  o i l .  
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 In  another  150 years ,  we wi l l  be  through the  age  of  o i l .   I t  wi l l  
have been jus t  a  b l ip  in  the  long his tory  of  man.   This  per iod of  150 
years  has  lu l led  Americans ,  but  not  our  counterpar ts  in  China ,  in to  a  
fa lse  sense  of  complacency.   We conduct  ourselves  as  i f  o i l  i s  forever .    
 I  am among not  very  many people  in  America  and the  West  who 
bel ieve  that  we are  about  hal fway through the  age  of  o i l .   This  i s  in  
spi te  of  the  fact  that  a l l  pet roleum exper ts  acknowledge that  the  world 
wi l l  peak in  o i l  product ion,  tha t  i s  reach a  maximum,  wi th  decl in ing 
product ion a t  ever- increas ing cost  af ter  that  t ime.  
 I t ' s  not  i f ;  i t ' s  when.   Everybody agrees  that  i t  wi l l  happen.   Most  
pet ro leum exper ts  reviewed in  a  March 27 '07 GAO repor t  that  I  
commiss ioned project  tha t  for  a l l  pract ica l  purposes ,  peak i s  imminent .   
That  i t  wi l l  occur  before  2020.   Global  peak oi l  might  not  be  a  problem 
i f  demand were  not  increas ing exponent ia l ly ,  about  two percent  per  
year .   Because  demand is  increas ing and the  U.S.  i s  the  most  o i l  
dependent  economy in  the  world ,  large  economy,  GAO predic ts  the  
consequences  of  peak for  the  U.S.  wi l l  be  devasta t ing.  
 Af ter  the  world  peaks  in  o i l  product ion,  we ' l l  cont inue to  use  o i l  
for  about  another  150 years  but  in  decl in ing amounts  ins tead of  the  
increas ing amounts  that  we ' re  used to .  
 Most  people  in  the  world  and cer ta in ly  most  Americans  are  
ignorant  of  peak oi l .   The Chinese  are  not .   Peak oi l  was  f i rs t  publ ic ly  
ident i f ied  as  a  phenomenon by American oi l  geologis t  M.  King Hubber t  
in  what  I  th ink wi l l  become the  most  famous speech of  the  las t  century ,  
g iven on March 8  in  1956,  in  San Antonio ,  Texas  to  a  group of  o i l  
geologis ts .  
 He had not iced that  a l l  o i l  f ie ld  product ion fol lows a  bel l  curve .   
I t  increases ,  reaches  a  peak in  product ion and decl ines  thereaf ter .   He  
reasoned that  i f  you added up a l l  the  peaks  f rom many f ie lds ,  you 
could  calcula te  the  peak for  the  large  regions ,  countr ies ,  and the  world .   
In  1956,  he  projected  that  the  lower  U.S.  48 would  peak in  product ion 
in  about  1970.   At  tha t  t ime,  the  world  was  king of  o i l .   I  th ink we 
were  the  b igges t  producers  and the  b iggest  consumers  of  o i l  in  the  
wor ld .  
 Hubber t  was  vi l i f ied ,  but  he  was  r ight .   The U.S.  peaked in  o i l  
product ion in  1970,  and in  spi te  of  dr i l l ing  more o i l  wel ls  in  a l l  the  
res t  of  the  world  put  together ,  we today produce about  ha l f  the  oi l  tha t  
we did  in  1970.    
 M.  King Hubber t  predic ted  the  world  would be  peaking about  
now.   I f  Hubber t  was  r ight  about  the  Uni ted Sta tes ,  and the  Uni ted  
Sta tes  i s  cer ta inly  a  microcosm of  the  world ,  why wouldn ' t  he  be  r ight  
about  the  world?   As  a  mat ter  of  fac t ,  35 of  the  48 major  o i l  producing 



 

 

companies  in  the  world  have a l ready peaked in o i l  product ion.  
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 I  led  a  delegat ion of  n ine  members  of  the  House  Armed Services  
Commit tee  in  a  t r ip  to  China  over  the  New Year  that  focused on 
energy.   Without  except ion,  every  Chinese  off ic ia l  that  we met  began 
our  discuss ions  by te l l ing us  that  they were  planning for  post -oi l .   
Wow.   Post -oi l .   The Chinese  are  p lanning for  g lobal  peak oi l  in  about  
2012.   They 're  p lanning now for  a  world  wi thout  o i l  as  a  major  energy 
source .  
 I  wish our  government  leaders  and Americans  unders tood the  
necessi ty  to  prepare  for  a  post -oi l  wor ld .    
 The Chinese  unders tand that  the  age  of  o i l  wi l l  be  but  a  b l ip  in  
world  h is tory .   Global  peak oi l  wi l l  not  be  the  end of  o i l ,  but  i t  wi l l  be  
the  end of  cheap oi l  and cheap energy.   Because  we have  bui l t  a  
l i fes tyle  and a  c iv i l iza t ion in  the  Uni ted  States  tha t  i s  tota l ly  
dependent  upon cheap oi l  and cheap energy,  peak oi l  poses  a  huge 
chal lenge that  our  country  must  overcome.  
 I  refer red  ear l ier  to  a  repor t  tha t  I  commiss ioned by the  GAO.  
This  was  the  four th  federa l  government  repor t  warning about  peak oi l .   
The Depar tment  of  Energy commiss ioned two repor ts  about  peak oi l ,  
by  a  team led  by Rober t  Hirsch,  so  they ' re  known as  the  Hirsch 
Repor ts .   The f i rs t  Hirsch repor t  was  re leased in  February  of  '05 .   The  
U.S.  Army Corps  of  Engineers  commiss ioned a  repor t  re leased in  
September  of  '05 .  
 I  a lso  recommend that  the  commiss ioners  read an  incredibly  
presc ient  speech about  energy given by Admira l  Hyman Rickover ,  the  
"Father  of  our  Nuclear  Submarine ,"  jus t  50 years  ago on May 14,  1957,  
to  a  group of  physic ians  a t  S t .  Paul ,  Minnesota .   He was  amazingly  
prophet ic .   He actual ly  predic ted  that  we would have the  corn e thanol  
debacle  that  we have jus t  gone through.  
 You may have noted the  ar t ic le  in  the  Washington Post  several  
weeks  ago that  noted  that  i f  we use  a l l  of  our  corn  for  e thanol ,  
d iscounted i t  for  the  foss i l  fue l  input ,  which they said  was  80 percent ,  
i t  would  displace  jus t  2 .4  percent  of  our  gasol ine .   And they noted that  
you could  save that  much gasol ine  i f  you tuned up your  car  and put  a i r  
in  the  t i res .  
 What  concrete  s teps  can we observe that  China  i s  taking to  
prepare  for  peak oi l  and post -oi l?   They have a  f ive-point  p lan.   
Everybody we ta lked to  ta lked about  th is  f ive-point  p lan and the  f i rs t  
par t  of  i t  begins  wi th  conservat ion.   The second and th i rd  are  increase  
the  propor t ion of  domest ic  sources  of  energy and divers i fy ,  which you 
absolute ly  have to  do.   And the  fourth  one was  rea l ly  in teres t ing,  be  
k ind to  the  environment .   They were  apologet ic  tha t  they are  now per  
energy use  probably  the  b iggest  pol luters  in  the  world ,  but  they have 
1 .3  b i l l ion people ,  900 mil l ion people  in  what  they cal l  rura l  areas  that  



 

 

they ' re  intensely  commit ted  to  improve their  l i fes tyle .  
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 The f i f th  point  was  in ternat ional  cooperat ion.   These  are  exact ly  
the  correct  s teps  and s teps  that  the  U.S.  should  be  under taking.   I 've  
a t tached to  my tes t imony a  char t  ca l led  "A World  of  Oi l ,"  that  depic ts  
countr ies  based--how big  countr ies  would be  based upon the  oi l  that  
they have.   That ' s  in  f ront  of  you I  th ink.   I  don ' t  know i f  you 've  seen 
that  before .   But  this  i s  real ly  s t r iking.  
 The Uni ted Sta tes ,  of  course ,  dwarfed by coun tr ies  of  the  Middle  
East .   Saudi  Arabia  has  a lmost  a  fourth ,  between a  f i f th  and a  four th  of  
a l l  the  o i l  in  the  world ,  and look a t  China.   China  has  very  l i t t le  o i l  
energy.   They know that ,  and there 's  another  char t  tha t  I  th ink you may 
have,  and th is  i s  China  has  been scour ing the  world  for  o i l .   They ' re  
buying up oi l  everywhere  in  the  world  that  they can buy i t .  
 At  the  same t ime,  they are  aggress ively  bui ld ing a  b lue  water  
navy.   Now,  one of  the i r  major  concerns  i s  Taiwan and you don ' t  need 
a  b lue  water  navy for  Taiwan.   A brown water  navy wi l l  serve  very 
wel l  there ,  thank you.   I  wonder  i f  these  two th ings  are  re la ted?   You 
see  in  today 's  wor ld ,  you have no opt ion but  to  share  energy and the  
only  way not  to  share  energy is  to  make sure  tha t  you can protec t  your  
energy sources .  
 That  shar ing of  energy is  very  interest ing ,  by  the  way.   We have  
250 years  of  coal  a t  current  use  ra tes .   But  i f  you increase  the  use  of  
coal  only  two percent ,  tha t  shr inks  to  85 years .  You see  a t  two percent  
increase ,  i t  doubles  in  35 years ,  four  t imes  bigger  in  70 years ,  e ight  
t imes  bigger  in  105 years .  
 This  i s  the  power  of  compound in teres t ,  exponent ia l  growth.   
Then i f  we use some of  tha t  energy from coal  to  turn  i t  in to  a  gas  or  
l iquid ,  you 've  now shrunk to  50 years .   And s ince  we have l i t t le  opt ion 
but  to  share  i t  wi th  the  wor ld  and we 're  a  four th  of  the  world 's  
economy and use  a  four th  of  the  world 's  energy,  that  250 years  of  coal  
shr inks  to  12-1/2  years  wi th  only  two percent  growth and we share  i t  
wi th  the  wor ld .  
 I  ask  why are  the  Chinese  doing that ,  buying a l l  that  o i l?   And I  
was  to ld  they jus t  don ' t  unders tand.   They don ' t  unders tand economy 
and the  world 's  economy,  that  i t  doesn ' t  mat ter  who owns the  oi l  today,  
the  person who has  the  dol lars  buys  the  o i l .   For  a  country  that ' s  
growing a t  11.4  percent ,  the  las t  quar ter  that  I  saw the  s ta t i s t ics  for ,  I  
am disbel ieving that  China  doesn ' t  unders tand world  markets .  
 And I  th ink they are  buying the oi l  wi th  a  lot  of  foresight .   I  
th ink that  China  i s  prepar ing for  a  wor ld  where  resource  nat ional ism,  
not  market  forces ,  govern  the  a l locat ion of  energy.   China  is  prepar ing 
for  a  coopera t ion or  confronta t ion to  address  a  post -oi l  world .   The  
Uni ted  Sta tes  i s  not  prepar ing a t  a l l .  
 I  hope that  we ' re  involved wi th  China  in  cooperat ion for  th is  o i l ,  



 

 

not  in  confronta t ion for  the  o i l .   By the  way,  in  c los ing,  one  of  the  rea l  
exper ts  in  th is  area  i s  Kenneth  Deffeyes  f rom Pr inceton,  and he  says  
the  leas t  bad outcome of  peak oi l  i s  a  deep wor ldwide  recession that  
may make the  '30s  look l ike  good t imes .   He says  i f  you don ' t  l ike  that ,  
t ry  the  Four  Horsemen of  the  Apocalypse--war ,  famine ,  pes t i lence ,  and 
death .   I  hope i t ' s  not  war .  
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 I  th ink we face  a  huge chal lenge wi th  energy,  and we face  a  
rea l ly  b ig  oppor tuni ty  in  cooperat ing wi th  China.   They are  ready.   
They want  to  cooperate .   They are  now the  second- larges t  impor ter  of  
o i l  in  the  world  of  o i l ,  and very  shor t ly ,  they may be  equal  wi th  us  in  
the  importa t ion of  o i l .   They have a  huge economy,  rapidly  growing.   
There  s t ree ts  were  crowded wi th  cars ,  by  the  way.   I  was  la te  to  an  
appointment  because  of  t raf f ic  jams in  Bei j ing;  would  you bel ieve  
that?  
 The las t  t ime I  was there ,  b icycles  are  now banned in  many par ts  
of  Bei j ing.   Yes .   Thank you very  much for  invi t ing us .  
 HEARING COCHAIR D'AMATO:  Thank you.  
 DR.  BARTLETT:   I  have a  couple  s ta tements .  I  jus t  want  to  read 
something that  Condoleezza  Rice  says.   We do have to  do something 
about  the  energy problem.   I  can tel l  you that  nothing is  real ly  taken 
me aback more  as  Secre tary of  Sta te  than the  way that  the  pol ic ies  of  
energy is  I  wi l l  use  the  word "warping"  diplomacy around the  world .  
 I t ' s  g iven extraordinary power  to  some s ta tes  tha t  are  using that  
power  in  not  very  good ways  for  the  in ternat ional  sys tem,  s ta tes  that  
would  otherwise  have very  l i t t le  power .   I t  i s  sending some s ta tes  that  
are  growing very  rapidly  in  an  a l l -out  search  for  energy.   S ta tes  l ike  
China ,  s ta tes  l ike  India .   I t  i s  real ly  sending them in to par ts  of  the  
world  where  they have not  been seen before  and chal lenging,  I  th ink,  
for  our  d iplomacy.  
 I t  i s ,  of  course ,  an  energy supply  that  i s  s t i l l  heavi ly  dependent  
on hydrocarbons .   On the  energy s ide ,  we have s imply got  to  do 
something about  the  warping now of  d iplomat ic  ef for t  by the  a l l -out  
rush for  energy supply .   So I  th ink the  Secretary  of  Sta te  unders tands  
what  a  huge problem that  i s .  
 I  th ink I  have  one  l i t t le  quote  here  f rom Hyman Rickover ,  and I 'd  
rea l ly  encourage you to  read that  ar t ic le .   There  i s  nothing tha t  man 
can do to  rebui ld  exhausted foss i l  fuel  reserves .   They were  created by 
solar  energy 500 mi l l ion years  ago and took ions  to  grow to  thei r  
present  volume.   In  the  fac t  of  the  bas ic  fac t  tha t  fossi l  fue l  reserves  
are  f in i te ,  the  exact  length  of  t ime these  reserves  wi l l  las t  i s  important  
in  only  one  respect :  the  longer  they las t ,  the  more  t ime do we have to  
invent  ways  of  l iv ing off  renewable  or  sus ta inable  energy sources  and 
to  adjust  our  economy to  the  vas t  changes  which we can expect  f rom 
such a  shi f t .  



 

 

 Foss i l  fuels  resemble  capi ta l  in  the  bank.  A prudent  and 
responsible  parent  wi l l  use  his  capi ta l  spar ingly  in  order  to  pass  on to  
h is  chi ldren  as  much as  poss ible  of  h is  inher i tance .   A se l f i sh  and 
i r responsible  parent  wi l l  squander  i t  in  r io tous  l iv ing and care  not  one 
whi t  how his  offspr ing wi l l  fare .   I  wi l l  submit  that  fu ture  generat ions  
wi l l  look back and ask how could  we have done i t?  

 

 
 
 
  

- 267 -

 

                    

 When we found th is  incredible  weal th  under  the  ground,  we 
should  have s topped to  ask  what  can we do wi th  i t  to  provide  the  most  
good for  the  most  people  for  the  longest  t ime?   That ' s  not  what  we did .   
With  no more  responsibi l i ty  than kids  who found the  cookie  jar  or  the 
hog who found the  feed room door  open,  we jus t  p igged out ,  and we 're  
cont inuing to  do that .  
 They ' re  asking me to  vote  to  dr i l l  in  ANWR and offshore .   I 've  
ten  kids ,  15 grandkids  and two grea t -grandkids .   I 'm going to  g ive  
them a  nat ion  wi th  the  largest  intergenerat ional  debt  t ransfer  in  the 
h is tory  of  the  world .   Wil l  I  a lso  give them a  wor ld largely devoid  of  
energy?   We may not  have much energy in  our  country .   We have even 
less  responsible  leadership  in  energy.   
 Thank you very  much.  
[The s ta tement  fo l lows:] 11 

 
Panel  Discuss ion,  Quest ions  and Answers  

 
 HEARING COCHAIR D'AMATO:   Thank you very  much,  
Congressman Bar t le t t .   I  apologize  for  ca l l ing you Joe  Bar t le t t  when 
you came in ,  but  I  served wi th  your  son in  the  General  Assembly of  
Maryland.  
 DR.  BARTLETT:   Yes .  
 HEARING COCHAIR D'AMATO:  I  have a  good excuse .   In  a  
shor t  per iod of  t ime,  you 've  given us  the  scr ip t  of  a  fa i r ly  scary  movie ,  
a  very  succinct  and very cogent ,  I  must  say ,  wi th the  appropr ia te  char ts  
here .   But  what  I 'm wonder ing is  where  i s  the  par t  tha t  bai ls  us  out?  
What 's  the  prescr ipt ion?   Where  are  we going to  go to  f ix  th is?   How 
do you see  i t?  
 DR.  BARTLETT:   What  we need is  a  program that  has  the  to ta l  
commitment  of  World  War  I I .   I  am 81-years-old .   I  l ived through 
World  War  I I .   Everybody was  involved.   There 's  no war  s ince  that  
tha t ' s  touched everybody.   
 I  think for  the  f i rs t  t ime we had Dayl ight  Savings  Time.   
Everybody had a  v ic tory  garden.   You saved your  household  grease .   
Not  a  s ingle  car  was  made for  domest ic  consumption.   We need a  
program that  has  the  technology focus  of  put t ing a  man on the  moon 

 
11 Click here to read the prepared statement of Representative Roscoe Bartlett 
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and the  program with  the  urgency of  the  Manhat tan  Project .   We are 
the  most  creat ive  innovat ive  socie ty  in  the  world .  Chal lenged we can,  I  
th ink,  have a  less  bumpy r ide  than we would otherwise  have.  
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 My wife  says  I  shouldn ' t  be  ta lking l ike  this .   Don ' t  I  remember  
that  in  ancient  Greece ,  they ki l led the messenger  that  brought  bad 
news.   And I  te l l  her ,  wel l ,  th is  i s  a  good news s tory  because  i f  we  
s tar t  today the  r ide  wi l l  be  less  bumpy than i f  we s tar t  tomorrow.  I  
th ink tha t  Americans--by the  way,  there 's  a  char t - - I  wish  I 'd  put  i t  in  
here-- that  on the  abscissa  has  how much energy you use  and on the  
ordinate  i t  has  how sat is f ied  you are  wi th  l i fe .  
 We obviously  use  more  energy per  capi ta  than any other  country  
in  the  wor ld.   But  there  are  24 countr ies  tha t  fee l  be t ter ,  where  thei r  
c i t izens  fee l  bet ter  about  thei r  qual i ty  of  l i fe  than we fee l  about  ours ,  
and some of  them use  less  than hal f  as  much energy as  we use .  
 You don ' t  have to  use  anywhere  near  as  much energy as  we use  to  
fee l  good about  l i fe .   I  look to  see  where  people  are  smil ing.   In  Las  
Vegas  I  see  a lmost  nobody smil ing,  by  the  way,  but  when I  go  in to  the  
res taurants  and so  for th  of  Europe,  I  see  a  lot  of  people  smi l ing  there .  
 I  can  imagine  Americans  going to  bed a t  n ight  saying,  gee ,  I  used 
less  energy today than I  d id yesterday.   I 'm jus t  okay.   And tomorrow 
I 'm going to  do even bet ter .   There  i s  no exhi lara t ion l ike  the 
exhi lara t ion of  meet ing and overcoming a  huge chal lenge.  
 The Hirsch repor t ,  SAIC repor t ,  they said  tha t  the  wor ld  has  
never  faced a  problem l ike  th is .   There  i s  no  precedent  in  h is tory  tha t  
we can use  to  determine  how we should  respond to  this .   But  I  th ink 
we 're  up to  i t .   We need to  harness  the  crea t ivi ty  and ent repreneurship 
of  the  American people .   We can ' t  do that  by legis la t ion in  Congress .   
This  has  to  come f rom leadership  a t  the  Whi te  House .  
 They 've  now commissioned a  f i f th  repor t ,  by  the  way,  and I 've  
got  an  embargoed summary of  i t ,  and th is  i s  by  the  Nat ional  Pet roleum 
Counci l .  Al l  the  repor ts  so  far  and the  f i f th  one wi l l  not  be  
meaningful ly  d i f ferent  have indicated  that  peaking of  o i l  i s  e i ther  
present  or  imminent  wi th  potent ia l ly  devasta t ing consequences .  
 China  is  looking for  in ternat ional  cooperat ion,  and everybody we 
ta lked to ,  not  jus t  the  energy people ,  everybody in  their  government  we  
ta lked to ,  ta lked about  th is  f ive-point  program.   They had i t  down.   
And they s tar ted  the  d iscuss ion by ta lking about  peak oi l .   When I  f i rs t  
heard  i t ,  I  couldn ' t  be l ieve  i t .   Nobody in  th is  country  ta lks  about  peak 
oi l .  
 We behave as  i f  i t  i s  forever  when obviously  i t  cannot  be .   The 
ear th  i sn ' t  made out  of  o i l .   I t  wi l l  end.   And Hyman Rickover  
unders tood that .   He ta lked about  the  "golden age"  that  we are  in .   And 
every  housewife  in  h is  day--what  would  i t  be  today--had the  help  of  
the  equivalent  of  33 fa i thful  household  servants .   Every barre l  of  o i l  



 

 

has  the  energy equivalent  of  12 people  working a l l  year .  
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 I  d idn ' t  be l ieve  tha t  when I  f i r s t  read i t ,  and then I  looked a t ,  I  
dr ive  a  t ruck which I  dr ive  very  infrequent ly ,  only  when I  have to ,  and 
I  dr ive  a  Pr ius .   And my Pr ius  goes--we 've  now been averaging for  
thousands  of  mi les ,  i t ' s  49 mi les  per  gal lon.   How long would  i t  take  
me to  pul l  my Pr ius  49 mi les?   Now,  I  could  do that .   But  tha t ' s  one  
gal lon of  gasol ine  cos ts  less  than a  gal lon of  water  in  the  grocery  
s tore;  r ight?   At  $3 a  gal lon ,  i t ' s  s t i l l  less  than water  in  the  grocery  
s tore .  
 Another  th ing that  helped me unders tand the  t remendous  energy 
densi ty  of  these foss i l  fuels .   I f  you worked real ly  hard  a l l  day long in  
your  yard ,  your  wife  wi l l  ge t  more  work out  of  an  e lec t r ic  motor  for  
less  than 25 cents  worth  of  e lec t r ic i ty .   Now, i t  may be  humbling that  
you ' re  wor th  less  than 25 cents  a  day.   In  terms of  work,  but  that ' s  
where  we are ,  and th is  incredible  l i fes ty le  we l ive .   Hyman Rickover  
ment ioned that  we l ive  bet ter  than ancient  k ings .   There 's  no  ancient  
k ing tha t  l ived as  wel l  as  the  average person in  our  world  today,  and 
th is  i s  a l l  due  to  our  abi l i ty  to  harness  and use  energy.  
 The age  of  o i l  wi l l  not  las t  forever .  We're  about  hal fway through 
i t ,  fac ing enormous chal lenges .   I  th ink one of  our  bes t  oppor tuni t ies  i s  
to  cooperate  wi th  China .   They th is  year  wi l l  graduate  more  American-
speaking engineers  than we graduate  engineers  and hal f  of  our  
American engineers  graduat ing are  Chinese  engineers ,  you may have 
not iced when you go to  our  schools .  
 So we face  a  huge chal lenge and I  th ink a  huge oppor tuni ty  in  
looking for  cooperat ion wi th  China .  
 HEARING COCHAIR D'AMATO:  Thank you so  much,  
Congressman.   The purpose  of  th is  hear ing is  to  explore  ways  to  
cooperate  wi th  China  in  terms of  energy and the  environment  and to  
provide  recommendat ions  to  the  Congress  in  respect  to  the  k inds  of  
th ings  that  we can do now and s tar t  moving us  out  of  what  appears  to  
be  a  s low-moving emergency to  most  people .   I t ' s  not  h i t t ing  them 
r ight  in  the  face  so  i t ' s  very  d i f f icul t  for  us  to  grapple  i t .   Any 
addi t ional  ideas  you may have in  terms of  what  we can recommend to 
the  Congress  th is  t ime in  terms of  recommended legis la t ive  or  pol icy  
prescr ip t ions  to  s tar t  moving us  in  the  r ight  d i rec t ion,  we would very  
much apprecia te .  
 DR.  BARTLETT:   Thank you very  much.  
 HEARING COCHAIR D'AMATO:  Thank you.  
 CHAIRMAN BARTHOLOMEW:  Congressman Bar t le t t ,  thank 
you so  much.   We ' l l  take  a  look a t  the  speeches  that  you have 
suggested to  us  going back to  the  t ime before  some of  us  were  born.   
Some of  us .  
 HEARING COCHAIR D'AMATO:  Some of  us .  



 

 

 CHAIRMAN BARTHOLOMEW:  But  we real ly  apprecia te  your  
leadership  on th is  i ssue  and look forward to  working wi th  you more .   
Thank you for  your  t ime today.  
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 DR.  BARTLETT:   Thank you.   Thank you very  much.    
 

PANEL IX:  Continuat ion of  Panel  with Mr.  Sie’s  statement  
 

 HEARING COCHAIR D'AMATO:  On that  note ,  we ' l l  cont inue,  
Mr.  John Sie .  
 MR.  SIE:   As  I  sa id ,  based on per  capi ta  bas is ,  we consume 
a lmost  seven t imes  that  of  a  Chinese .   Over  the  next  12 years ,  
conservat ive  es t imates ,  300 mi l l ion  more  wi l l  move in to  the  middle 
c lass  rank,  and what  do they want?   They want  what  we have.   Cars ,  
a i r -condi t ioning,  b igger  rooms,  houses ,  and even i f  they get  wi th in  the  
next  ten  years  a  hal f  of  our  per  capi ta  expendi ture ,  i t  would take  up 50 
percent  of  a l l  of  the  world 's  capaci ty .   I t  i s  s imply not  sus ta inable .  
 And that  i s  the  problem that  China  recognizes  very  wel l ,  but  we 
are  absolute ly  the  largest  consumer  of  energy on a  per  capi ta  bas is .   A 
corol lary  to  that  obviously  is  the  greenhouse gases  and CO2.   We 
a lways  ment ioned that  China i s  a lmost  going to  over take  us .   We 're  the  
largest  emit ter  of  CO2,  but  i f  you look a t  i t  on  a  per  capi ta  basis ,  we 
are  f ive  t imes  more  on a  per  capi ta  basis  because  we have higher  GDP 
and higher  s tandard of  l iv ing.    
 So therefore  the  pol lu t ion that  we create  i s  far  exceeds China  
even though in  absolute  terms they ' re  going to  overpass  us .  
 And today,  the  whole  world  emits  about  27 bi l l ion  tons  of  CO2 
annual ly ,  and that  crea tes  about  s ix  par ts  per  mi l l ion of  CO2 in  the  
universe  a tmosphere ,  and wi th  a  s ink about  three  par ts  per  mi l l ion,  so 
the  net  increase  i s  about  three  par ts  per  mi l l ion .  
 Same analysis  i f  China  just  reaches  hal f  of  our  energy use ,  i t  
would  a lmost  double  the  amount  of  PPM in  the  a tmosphere .   And i t  
wi l l  ra ise  probably  another  one-and-a-hal f  degrees  cent igrade ,  which is  
a  ca tas t rophe.   So these  are  the  th ings  fac ing us  on the  per  capi ta  bas is .  
 To paraphrase  a  song,  between Uni ted  Sta tes  and China ,  "we 've  
got  the  world  in  our  hands"  for  bet ter  or  worse ,  and I  would  submit  
l i s tening today to  a  lo t  of  secur i ty  i ssues  and in tersect ion of  var ious  
push and pul l ,  I  would say in  many areas ,  in  the  areas  of  energy,  
environment  and water ,  ac tual ly ,  tha t  we are  jo ined a t  the  h ips .   That  i t  
i s  a  win/win s i tuat ion,  whatever  we do together .  
 So I  would  recommend that  we,  i f  we can as  a  pol icy  mat ter ,  be  
sophis t ica ted  enough to  compar tmental ize  th is  f rom the  secur i ty  i ssue ,  
i f  we can.   I  th ink we have  a  di f ferent  perspect ive  because  mutual  
cooperat ion works  throughout  most  of  the  a l ternat ive  solut ions .   And I  
th ink i f  we can take  the  lead because  of  our  technology,  our  



 

 

entrepreneurship ,  and China 's  wi l l ingness ,  we should move towards  
merging the  per  capi ta  expendi ture  of  energy as  wel l  as  emiss ion so  
that  we can meet  a t  some future  point  where  we can create  a  
sus ta inable  fu ture .  
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 I  would  l ike  to  quickly  go over  two th ings  that ' s  been gone over .   
One is  in  the  area  of  c lean energy,  and I  th ink we are  again  together  in  
the  area  of  coal .   We heard  that  we have more  than 200 years  of  
supply .   China  has  more  than 100 years  of  supply .   The IGCC plan,  the  
sequest ra t ion plan,  a l l  sounded l ike a  very  important  coopera t ive  
ef for ts ,  and we need the  government  to  e i ther  provide  subsidy 
s tandards  as  wel l  as  put t ing th ings  together ,  l ike  sequest ra t ion.   
 At  least  in  the  nor theas t  At lant ic ,  the  Oslo-Par is -London 
convent ion have recent ly  okayed-- they use  the  word "dumping of  the  
wastes ,"  but  i t ' s  rea l ly  sequest ra t ion--we use a  n ice  term-- into the 
ocean.   So the  Uni ted  Sta tes  should  rea l ly  look a t  pass ing the  laws that  
def ines  the  sequest ra t ion  so tha t  we can ca tch up a t  leas t  wi th  our  
European a l l ies .  
 I  heard  th is  morning about  guaranteed pr ices .   I  don ' t  th ink I  l ike  
that  idea,  but  a t  leas t  something that  worked here  was  the  cap and t rade  
on the  sul fur  d ioxide .   I 'm jus t  wondering i f  we se t  the  r ight  cap,  then 
i t  seems l ike  you ought  to  f i t  in to  th is  modal i ty where  the  benefi t s  or  
negat ive  impact  i s  shared.   I f  CO2 goes  up in  the  a tmosphere ,  
everybody,  cumulat ive  ef fect ,  so  i t  rea l ly  works  wel l ,  par t icular ly  the  
mi t igat ion  are  di f ferent  f rom di fferent  sources  of  energy.    
 So  i t  jus t  seems we should  t ry  to  look a t  the  cap and t rade ,  se t  
t ight  caps ,  not  l ike  in  Europe,  where  rea l ly  people  abuse  the  system.    
 The  second thing which i s  more  in  the renewable  area  in  China .   
China  a long the  Yangtze  River  has  real ly  focused i t se l f  on 
hydroelect r ic  power  as  a  main  push,  and there  we are  working through 
our  NGO, the  Nature  Conservancy,  has  been working wi th  the  Yangtze  
River  Development  Commiss ion and the  Three  Gorges  Company.   
They 've  invi ted  them and our  ins t i tu te  i s  suppor t ing the  Nature  
Conservancy in  t ry ing to  f igure  out  bluepr int  where  i t  involves  water ,  
energy and the  environment .  
 The  Yangtze River  wi th i t s  pol lut ion as  wel l  as  the  Three Gorges  
Dam had created several  endangered species ,  and the  famous Bai j i  
r iver  dolphin  i s  now ext inct .   So they are  wi l l ing to  l i s ten  because  up 
t i l l  now they hadn ' t  thought  through that ,  and I  th ink that  the  main  
goal  there  was  to  have f lood control .   And the  Three  Gorges  Dams 
which are  a lmost  f in ished now would ac tual ly  have a  capaci ty  of  18 
gigawat ts  of  capaci ty .   The actual  product ion maybe i t ' s  about  12 
gigawat ts .   But  ups t ream from i t ,  the  Chinsas jung [ph]  bas in ,  which is  
near  the  Tibetan foothi l l s ,  there  are  every  larger  dams there .   The three 
dams produce 36 gigawat ts ,  and now China recognizes  that  there  i s  a  



 

 

t radeoff  be tween human exis tence ,  species  survival ,  as  wel l  as  the  
environment ,  and the  f lood control .  
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 So we 're  convening a  workshop in  July  a t  the  invi ta t ion of  these  
two organizat ions  wi th  Nature  Conservancy,  and we are  very  much 
suppor t ive  of  that ,  and I  th ink they want  to  look a t  which dams could  
be  e l iminated,  and there 's  hundreds  of  dams in  the  t r ibutar ies  that  
would  provide  the  proper  balance  between a l l  the  const i tuencies .   And 
I  th ink i t ' s  a  good s ign.   I  think once  i t ' s  implemented,  ac tual ly  i t  wi l l  
teach us  a  lo t  about  dams in  America  because  we 've  gone to  the  Army 
Corps  of  Engineers  and they have no c lue  in  many of  the  same issues  
that  faces  China.  
 In  conclus ion,  I  wi l l  say  in  col laborat ing wi th  the  Uni ted  Sta tes ,  
China  who has  invented the  compass  hopeful ly  could  s teer  us  to  a  
sus ta ined global  fu ture .    
 HEARING COCHAIR D'AMATO:  Thank you very  much,  Mr.  
Sie .   Dr .  Gal lagher .  
 

STATEMENT OF KELLY SIMS GALLAGHER, Ph.D.  
DIRECTOR, ENERGY TECHNOLOGY INNOVATION POLICY  

BELFER CENTER FOR SCIENCE & INTERNATIONAL AFFAIRS 
JOHN F.  KENNEDY SCHOOL OF GOVERNMENT 

HARVARD UNIVERSITY, CAMBRIDGE, MASSACHUSETTS 
 

 DR.  GALLAGHER:  Thank you so much,  Madam Chairman and 
members  of  the  Commiss ion.   I t ' s  an  honor  to  be  here .   The main  points  
I 'd  l ike  to  make to  you are  as  fo l lows:  
 F i rs t ,  s igni f icant ly  enhanced energy coopera t ion  between the 
Uni ted  Sta tes  and China  i s  h ighly  des i rable  on both envi ronmental  and  
secur i ty  grounds .   The two highest  pr ior i t ies  in  my view are  energy 
eff ic iency across  a l l  sec tors  and low carbon coal  technologies ,  and I ' l l  
expla in  tha t  in  much more  detai l  la ter .  
 Fore ign di rec t  inves tment  can be  a  very  ef fec t ive  mechanism for  
the  t ransfer  of  advanced energy technologies ,  but  i t  does  not  
automat ica l ly  occur .   I t  does  not  automat ica l ly  br ing advanced energy 
eff ic ient  or  c lean technologies  a long wi th  i t .  
 FDI  must  be  combined wi th  a  pol icy  incent ive  f ramework in  
order  to  provoke c leaner  and more  eff ic ient  energy technologies  to  be  
t ransfer red .   I  th ink tha t  both  the  Chinese  and U.S.  governments  can 
es tabl ish  e lements  of  th is  pol icy f ramework and one could  a lso  be  
negot ia ted  a t  a  mul t i la tera l  level  a l though we 've  seen a  lo t  of  
d i f f icul t ies  t ry ing to  do that .  
 In  China ,  we 've  seen remarkable  technological  leapfrogging in  
some areas  in  some sectors ,  and a  d is t inct  lack of  leapfrogging in  o ther  
cases .   Where  i t  occurs ,  the  lack of  leapfrogging can be  a t t r ibuted to  



 

 

the  lagging Chinese  technological  capabi l i t ies  and/or  the  absence  of  
these  incent ive  pol icy  f rameworks  that  I  descr ibed.   
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 Let  me ta lk  br ief ly  about  the  chal lenges  in  China  wi th  respect  to  
energy.   They are  many including:  the  need for  energy to  sus ta in  
economic development  and growth;  China 's  rapidly  increas ing fore ign 
dependency for  o i l  and gas ;  the  need to  provide modern forms of  
energy to  China 's  rura l  poor ;  the  increas ingly  severe  urban a i r  
pol lu t ion in  China  c i t ies ;  the  mass  ac id  deposi t ion across  most  of  
China 's  land area ,  par t icular ly  in  the  southeas t ;  growing concerns  
about  global  c l imate  change and the  need to  rapidly  reduce greenhouse  
gas  emiss ions  dur ing this  century;  and access  to  advanced energy 
technologies  to  address  a l l  of  the  above chal lenges .  
 Only  wi th  development  and deployment  of  advanced energy 
technologies  can China  achieve  i t s  ta rgets  for  development  and 
economic growth whi le  avoiding energy conf l ic ts  and global  c l imate  
change.  
 The big  quest ions ,  therefore ,  a re  how wi l l  China  develop or  
acqui re  those  advanced technologies?   Wil l  China  and the  Uni ted  
Sta tes  deploy these  technologies  in  t ime to  prevent  c l imate  change and 
confl ic t  over  energy resources?  And what  are  the  win/win pol ic ies  tha t  
a l low the Uni ted  States  to  reap benef i t s  f rom being a  technology 
provider  to  China  and a lso  a l low China  to  deploy advanced energy 
technologies  more  quickly?  
 In  terms of  the  ro le  of  foreign di rect  investment ,  I  recent ly  
publ ished a  book cal led  China  Shif ts  Gears :  Automakers ,  Oi l  Pol lu t ion,  
and Development ,  where  I  examined the ro le  of  foreign d i rect  
inves tment  and the  Chinese  automobi le  indust ry .    
 In  th is  book I  documented that  fore ign di rect  investment  can be  
very ef fec t ive  in  t ransferr ing technologies ,  but  in  the  case  of  the  
Chinese  automobi le  indust ry ,  the  technology t ransfer  of  pol lu t ion 
control  technologies  and energy eff ic ient  technologies  did  not  happen  
automat ica l ly .   In  fac t ,  you saw no t ransfer  of  pol lu t ion control  
technologies  unt i l  i t  was  required  by the  Chinese  government  when 
they passed thei r  f i rs t  emiss ion s tandards  in  the  year  2000.  
 Pr ior  to  the  year  2000,  no pol lu t ion control  technologies  were  
t ransferred f rom fore ign companies  to  thei r  Chinese  counterpar ts .    
 Other  incent ives  tha t  theore t ica l ly  could  be  ef fect ive  include 
consumer  demand in  the  rec ipient  country  for  c leaner  and more  
ef f ic ient  technologies;  requirements  that  c leaner  and more  ef f ic ient  
technologies  be t ransferred in  the  pr ivate  contracts  or  l icensing 
agreements ;  concern  about  a  company 's  image and fa i l ing  to  t ransfer  
c lean technologies  to  a  developing country;  or  some sor t  of  
in ternat ional  agreement  for  foreign direc t  investment .  
 Beyond the  automobi le  indust ry ,  we 've  seen a  lack of  



 

 

leapfrogging in  o ther  major  energy consuming sectors .   Most  worrying 
f rom a  c l imate  change point  of  v iew is  the  power  sector  which is  
dominated by coal ,  where  more  than hal f  of  China 's  power  p lants  are  
smal ler  than 300 megawat ts .   In  fac t ,  there  are  more than 5 ,000 plants  
that  are  smal ler  than 100 megawat ts  which means  they ' re  very 
ineff ic ient .  
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 There  are  a  handful  of  supercr i t ica l  p lants ,  which are  much more  
eff ic ient  p lants ,  and the  f i rs t  u l t ra-supercr i t ica l  power  p lant  went  on 
l ine  in  November  2006.   34  more  u l t ra-supercr i t ica l  p lans  are  under  
const ruct ion.  
 But  because  of  the  s t rong imperat ive  to  provide suff ic ient  
e lec t r ic i ty  so tha t  China  doesn ' t  exper ience  the  shor tages  that  they 
were  exper iencing in  pr ior  years ,  the  Chinese  have been bui ld ing 
re la t ive ly inexpensive ,  ineff ic ient ,  sub-cr i t ical  power  plants  as  fas t  as  
they can.  
 Las t  year ,  China  bui l t  101 gigawat ts  of  new power ,  90 gigawat ts  
of  which was  coal - f i red  power ,  and to put  tha t  number  in  perspect ive ,  
India 's  ent i re  e lec t r ic i ty genera t ion sys tem is  about  130 gigawat ts .   So 
in  one year ,  China  bui l t  a lmost  tha t  much power .  
 Most  of  China 's  plants  are  h ighly  pol lut ing  in  terms of  SO2 and 
NOx,  and they are  obviously  carbon dioxide  in tensive .  
 For  many years  now,  the  Minis t ry of  Science and Technology in  
China in  coordinat ion with  U.S.  Depar tment  of  Energy has  suppor ted 
an  aggress ive  research and development  program for  advanced coal  
technologies ,  and th is  i s  beginning to  bear  f rui t  wi th  these  new ul t ra-
supercr i t ica l  p lants  and China 's  announcement  las t  year  tha t  they 
in tend to  bui ld  three  in tegrated gas i f ica t ion combined cycle  coal  
p lants .  
 But ,  in  general ,  the  s igni f icant ly  h igher  cos t  of  the  more  
advanced ef f ic ient  power  p lant  technologies  from the  foreign 
companies  has  proven prohibi t ively  expensive  and,  in  fac t ,  China 's  las t  
ef for t  to  bui ld  an  IGCC demonstra t ion plant  was  hal ted  because  of  the  
cos t  of  fore ign technologies .  
 So I  would  recommend four  pr ior i t ies  for  enhancing U.S.-China 
energy coopera t ion to  address  the  ef fec ts  of  China 's  energy use  and to  
encourage pr ivate  sector  adopt ion of  greater  energy eff ic ient  and 
c leaner  technologies .  
 F i rs t ,  as  soon as  the  Uni ted  Sta tes  has  establ ished a  domest ic  
mandatory  program to  reduce greenhouse  gas  emiss ions ,  the  Uni ted  
Sta tes  should  ask China  to  adopt  one as  wel l  that ' s  unique to  i t s  own 
c i rcumstances .  
 Meanwhi le  the  Uni ted  Sta tes  should  consider  forming a  b i la tera l  
or  mul t i la tera l  inves tment  fund to  accelera te  the  deployment  of  low 
carbon technologies  in  China .   This  fund could  provide  low or  no 



 

 

in teres t  loans  or  d i rec t  grants  for  major  new indust r ial  fac i l i t ies  or  
power  p lants  that  u t i l ize  low carbon technologies .  
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 Without  pol ic ies  in  p lace  that  ef fect ively  require  the  use  of  low 
carbon technologies  or  incent ive  programs l ike  an  inves tment  fund that  
make the  use  of  low carbon technologies  f inancial ly  a t t ract ive ,  the  
pr ivate  sector  wi l l  have no incent ive  to  develop,  t ransfer ,  and deploy 
low carbon energy technologies  in  China .  
 Second,  there 's  much scope for  enhanced energy technology 
cooperat ion between the  two countr ies .   Jo int  research development  
demonstra t ion plants  can be  valuable  for  both  countr ies  and they are  
a lso  a  mechanism for  br inging the  U.S.  pr ivate  sec tor  in to contac t  wi th 
Chinese  par tners .  
 Whi le  there 's  been ongoing technology cooperat ion between DOE 
and MOST,  i t  has  been inadequate  and under  funded.   In  my view,  the  
high pr ior i ty  areas  include RD&D of  carbon capture  and s torage ,  
renewable  energy,  energy s torage and energy eff ic ient  technologies .  
 Third ,  U.S.  government  should  negot ia te  a  b i la tera l  agreement  
wi th  the  Chinese  on oi l  secur i ty .   S ince  China  i s  not  a  member  of  the  
IEA,  but  i t  i s  one  of  the  wor ld 's  la rges t  o i l  consumers ,  U.S.  should  
negot ia te  an  agreement  wi th  China  on oi l  reserve  and s tockpi le  data  
d isc losure ,  and on the  re lease  of  o i l  s tockpi les  in  the  event  of  an  
emergency.  
 Final ly ,  and perhaps  most  d i f f icul t ,  I  be l ieve the  Uni ted Sta tes  
should  s ignif icant ly  bols ter  i t s  cooperat ive  act iv i t ies  re la ted to  
capaci ty  bui ld ing for  energy and environmenta l  data  col lect ion  and 
repor t ing,  for  pol icymaking,  ins t i tu t ion bui ld ing and enforcement .  
 As  a  developing country ,  China  s t i l l  lacks  many of  the  necessary 
inst i tut ions ,  pol ic ies  and enforcement  mechanisms that  are  needed to  
fos ter  v ibrant  markets ,  technology t ransfer  and environmental  
protect ion.   This  i s  par t icular ly  the  case  a t  the  provincia l  level  in  
China  a l though i t ' s  a lso  t rue  a t  the  centra l  level  as  wel l .  
 Thank you very  much.  
[The s ta tement  fo l lows:] 12 
    
 CHAIRMAN BARTHOLOMEW:  Thank you very  much,  Dr .  
Gal lagher .   Mr.  Wayne Rogers .  
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 MR.  ROGERS:   Thank you,  Madam Chairman and members  of  the  
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Commiss ion.   I 'm pleased to  be  here  today to  d iscuss  what  I  see  i s  the  
greates t  chal lenge and perhaps  the  greates t  oppor tuni ty  that  we have,  
and that ' s  to  engage China  in  a  cooperat ive  dia logue on the  issue  of  the  
global  ef fect  of  the i r  energy demand.  
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 You 've  heard  lo ts  of  tes t imony I 'm sure  over  the  las t  day about  
the  breathtaking pace  a t  which China  is  growing,  speci f ica l ly  thei r  
energy demand increase .  For  the  Uni ted  Sta tes ,  th is  presents  three  
chal lenges:  s t ra tegic ,  economic and environmental .    
 From the  s t ra tegic  perspect ive ,  we f ind ourselves  increas ingly  in  
compet i t ion wi th  China  for  energy resources .   The project ions  show 43 
percent  of  the i r  o i l  impor ted  las t  year ,  going to  75 percent  of  o i l  
imports  by 2030.   I f  we s imply look a t  that ,  then  we 're  c lear ly  going to  
be  in  compet i t ion  wi th China .   Whether  that  evolves  in to ,  as  
Congressman Bar t le t t  sa id ,  cooperat ion or  confronta t ion depends  on 
how we deal  wi th  i t .  
 A gener ic  mis t rus t   of  by China  of  the  “oi l  market”  and the  fac t  
tha t  85  percent  of  the  world 's  t rading oi l  market  i s  real ly  contro l led  by 
governments  has  led  China  to  engage in  energy secur i ty  through sof t  
power  wi thin  countr ies  themselves .  I t ' s  a lso  led  them to  governments  
l ike  Sudan and I ran  wi th  whom we could  say,  as  Americans ,  we have 
some issues .  
 From the  economic  perspect ive ,  the  major i ty  of  the  GDP in  China  
comes f rom manufactur ing.   That ' s  real ly  important  when we s tar t  
quot ing th ings  l ike  per  capi ta  use  of  energy going forward.   I t ' s  a  very  
h ighly  energy intens ive  economy a t  th is  point .   I t  has  ye t  to  develop 
the  number  of  ce l l  phones ,  the  number  of  automobi les ,  the  number  of  
goods  that  we have in  America  today,  and that ' s  very  important .  
 With  the  U.S.  t rade  def ic i t  wi th  China  over  $600 mi l l ion  a  day 
a l ready,  the  impact  to  the  U.S.  economy of  increased costs ,  e i ther  
d i rec t ly  in  energy costs ,  or  indi rec t ly  through the  impor ted  
manufactured goods ,  i s  going to  be  s ignif icant .   I f  you look a t  coal ,  o i l  
and natura l  gas  reserves  per  capi ta  in  China ,  i t ' s  one-hal f ,  one- tenth  
and 1/20th  of  the  global  average.  
 China  recognizes  i t  has  a  long- term shor tage  of  o i l ,  na tura l  gas ,  
and even coal .   So on a l l  those  maps,  i f  you made one for  every  energy 
resource ,  the  government  of  China  knows out  in to  the  fu ture ,  energy is  
going to  cont inue as  an  issue  for  the  country .  
 From the  environmenta l  perspect ive  wi th over  75 percent  of  the  
e lec t r ic i ty  coming f rom coal ,  China consumes more  coal  than the  
Uni ted  Sta tes ,  Europe and Japan combined.   That 's  today,  not  moving 
forward.   China’s  predic ted  a i r  emissions  are  going to  exceed the  
Uni ted  Sta tes  wi thin  two years .   We are  not  going to  make s ignif icant  
progress  on the  i ssue  of  g lobal  warming unless  we engage China  as  
par t  of  th is  process .  



 

 

 I  should  note  tha t  I  be l ieve  that  the  Chinese  “get  i t .”   This  i sn ' t  
something they ' re  unaware  of .   They unders tand complete ly  what  i s  
going on.   I 've  had meet ings  wi th execut ives  in  the  e lec t r ic  power  
sector  where ,  wi thout  prompt ing,  they are  able  to  say  how many grams 
of  coal  i t  takes  to  generate  a  k i lowat t  hour  of  e lec t r ic i ty ,  what  i t  was  
two years  ago,  how they 've  reduced that  amount  and gains  in  
ef f ic iency.   They ' re  very  c lear ly  focused on emiss ions ,  on  amounts  of  
coal  used,  on energy uses ,  e t  ce tera .  
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 They ' re  not  jus t  b l indly  going out  and doing i t .   They know at  the  
top levels  exact ly  what 's  happening.   They have made improvements   
both  in  eff ic iency and emiss ions .   The government ,  however ,  i s  rea l ly  
faced wi th  a  conundrum,  a  very  di f f icul t  problem.   Energy is  a  bas ic  
requirement  for  them to  bui ld  their  socie ty .   They recognize  there  are  
technology choices  to  improve the  environment ;  however,  these  aren ' t  
perceived as  benef i t s  to  the  environment .   These  are  perceived as  cos ts  
tha t  the  economy is  going to  have to  bear .  
 They rea l ize  there  i s  a  s t ra tegic  requi rement  to  adjus t  the  energy 
s t ructure  of  the  economy.   However ,  how can you accomplish  that  
wi thout  jeopardizing the  secur i ty ,  modernizat ion and economic 
development  of  the  country  i t se l f?   The Premier  has  se t  2010 pr ior i t ies  
to  include a  20 percent  reduct ion in  energy in tensi ty  and a  ten  percent  
reduct ion in  environmenta l  pol lu tants .    
 Now,  i t ' s  an  easy  th ing for  us  in  the  developed world  to  say to  
China:   “you need to  reduce the  energy in tens i ty  in  your  manufactur ing 
base .”  
 Second,   “you need to  adopt  new and expensive  technologies  to  
control  emiss ions .”   You need to  develop renewable  energy and put  in  
newer  technologies  for  power  generat ion.  
 However ,  we must  rea l ize  we ' re  rea l ly  present ing an  impossible  
s i tuat ion to  the  Chinese  by s imply saying th is .   No country  in  the  
world  has  increased per  capi ta  GDP without  increas ing energy use  per  
capi ta .   I t  has  not  happened in  any economy throughout  h is tory .   So to  
jus t  s imply  say that  you ' re  going to  reduce  the  energy usage per  capi ta  
going forward is  not  going to  get  us  there .  
 Decreases  in  overa l l  energy in tensi ty  have only  accompanied 
large  energy cos t  increases ,  a  spike  in  energy pr ices  or  a  recess ional  
economy,  and cer ta in ly  that  i s  not  the  Chinese  case  a t  th is  point .  
 Al though China has  the  fore ign currency reserves  in  excess  of  
$1.2  t r i l l ion ,  any many companies  in  China are  prof i table  and f lush 
wi th  cash,  we should  s t i l l  rea l ize  that  the  per  capi ta  income (as 
opposed to  per  capi ta  GDP),  of  the  people  in  China  is  only  about  
$1,800 a  year .   So the  abi l i ty  of  the  general  popula t ion to  absorb these  
costs  i s  jus t  s imply  not  there .  
 I f  we look a t  energy a l ternat ives ,  and we 've  heard  some f rom 



 

 

other  people  a t  th is  hear ing,  the  announcement  of  thei r  $13 bi l l ion  
inves tment  p lan  in  March for  coal - to-oi l  projects ,  conver t ing  coal  to  
o i l ,  was  fo l lowed by an announcement  a  couple  weeks  ago that  th is  
program is  being suspended due to  concerns  the  projec ts  are  too 
expensive  and too energy intens ive .  
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 For  U.S. -China  pol icy ,  the  bot tom l ine  i s ,  “engage we must ;  
lecture  we must  not .”   Whi le  in  the shor t  t ime avai lable  i t  i s  not  
poss ible  to  d iscuss  a l l  China’s  energy opt ions ,  I 'd  rea l ly  l ike  to  focus  
on three  of  them:  renewable  energy,  par t icular ly  wind power;  venture  
capi ta l ;  and pol icy  engagement .  
 The Chinese  government  does  unders tand renewable  energy has  
not  been ra ised to  the  s t ra tegic  level .   They had pol ic ies  tha t  lacked 
recogni t ion of  the  technology,  and inves tment  f inancing mechanisms 
weren ' t  there .   In  2005,  they passed thei r  new Renewable  Energy Law,  
and i t  became effec t ive  only  in  2006.   There  are  12 major  tasks  to  
formulate  regula t ions  on th is  new energy law.   Today,  about  hal f  of  
those  have been completed.   So they ' re  making progress  in  that  area .  
 I f  you look a t  the  2020 renewable  energy goals ,  hydropower  is  
supposed to  expand f rom 35,000 megawat ts  to  300,000.   That ' s  a  ten-
t ime increase .  Bio-power ,  from 2,300 megawat ts  to  30,000 megawat ts ,  
15  t imes  the  capaci ty .   Photovol ta ics ,  f rom 70 to  1 ,800 megawat ts .   
Solar  water  heaters- -when you dr ive  in  the  countrys ide  in  China ,  you ' re  
going to  see  solar  water  heaters  on houses  everywhere--and other  
i tems:  e thanol ,  b iodiesel ,  energy eff ic iency.  
 I  want  to  have you look a t  one microcosm:   wind power .   Wind is  
the  fas tes t  growing renewable  energy source  in  the  world .   The Chinese  
government  says  i t  wants  30,000 megawat ts  by 2020.   What  i s  th is  
going to  require?   Probably  $50 bi l l ion probably .  
 The wind energy indust ry has  sa id  i f  they had the  r ight  
condi t ions  in  China ,  th is  could  be  increased probably  to  170,000 
megawat ts  because  the  potent ia l  exis ts .   
 In  2006,  China  insta l led  more  e lect r ic  capaci ty  than the  tota l  
ins ta l led  e lect r ic  capaci ty  of  the  UK and Thai land combined,  done so  
in  a  s ingle  year .  
 China  ins ta l led  90,000 megawat ts  of  coal - f i red  generat ion,  but  
only  1 ,300 megawat ts  of  wind.    
 In  contras t ,  India  ins ta l led  1 ,836 megawat ts  of  wind on a  to ta l  
sys tem capaci ty  of  130,000 megawat ts .   Said  a  d i f ferent  way:   China  
insta l led coal  s ta t ions  equal  to  two- thi rds  of  the  tota l  ins ta l led 
capaci ty  of  India  in  a  s ingle  year .   In  contras t ,  India  ins ta l led  40 
percent  more  wind capaci ty  in  2006 and has  to ta l  wind capaci ty  two-
and-a-hal f  t imes  tha t  China  does .  
 In  Europe,  in  2006,  7 ,600 megawat ts  of  wind was  ins ta l led ,  s ix  
t imes  what  was  ins ta l led  in  China.   In  the  Uni ted  Sta tes ,  2 ,556,  or  



 

 

twice  the  amount .   You can see  that  the  power  of  the  r ight  pol icy  
f ramework is  c lear ,  when the  pol icy  f ramework is  in  p lace ,  these  th ings  
happen.  
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 The Renewable  Energy Law was  a  s tep  forward a l though there  
are  s t i l l  concerns  about  how this  f ramework is  going to  ac tual ly  fos ter  
rapid  development .   I  have  included in  my wr i t ten  tes t imony issues  
wi th  the  law.   Much depends  on how they implement  i t .    
 In  many of  the  countr ies  in  Europe,  over  90 percent  of  the  wind 
capaci ty  that  went  forward was  based on a  “feed- in” tar i f f .   They 
would say “I  wi l l  pay you so  much for  wind,  and then you connect .”  
 In  China ,  they 've  implemented a  b idding process  which combines  
low pr ice  wi th  local ly  owned manufacture .   In  some cases ,  up  to  70 
percent .   So a  b idder  coming in  has  to  b id  the  amount  of  loca l  
manufacture ,  a t  the  same t ime the  lowest  pr ice  you can get .   What  that  
has  meant  i s  mainly  the  bidders  are  s ta te-owned companies  tha t  b id  
pr ices  tha t  are  probably  not  sus ta inable  in  the  market .   At  the  same 
t ime,  the  manufactur ing capabi l i ty  does  not  exis t .  
 Global ly ,  the  expansion of  the  wind industry  has  crea ted a  
shor tage  of  turbines .   I f  you wanted to  buy a  turbine  today,  they ' re  
a lmost  sold  out  by a l l  manufacturers  through 2008.   So cer ta in ly  wi th  
China 's  manufactur ing capabi l i ty ,  tha t ' s  an  area  again  of  engagement  to  
ac tual ly  not  only  develop wind turbines  but  to  manufacture  those  going 
forward.   But  these  pol ic ies  should  be  separa te .   
 The pr ivate  sectors ,  both  domest ic  and internat ional ,  i s  keen to  
engage in  renewable  sector .   However ,  enhanced pol icy  f rameworks  are  
the  key to  opening the  market .   U.S.  engagement  to  create  win/win 
s i tuat ions wi th  China  and the  Uni ted  States  in  the  area  of  renewable  
energy is  v iable .  
 Venture  capi ta l  i s  another  area .   Pr ivate  sector  involvement  in  
br inging about  new technology is  genera l ly done through venture  
capi ta l .   Venture  capi ta l  br ings  the  seed funding for  f ledgl ing 
enterpr ises  to  a l low technology to  f lour ish ,  s imply sa id:   cash  to  fund 
companies  to  a l low them to  grow.    
 As  a  threshold  mat ter  in  China ,  the  Chinese  economy mainly  i s  
focused on f ixed asse t  investments  and expor ts .  
 So HSBC repor ts  tha t  Chinese  companies  depend on the  s tock 
market  for  only s ix  percent  of  thei r  outs ide inves tment .   So 94 percent  
i s  in ternal ly  genera ted .   Many Chinese  companies  are  very  prof i table  
and most  make inves tments  f rom internal ly  genera ted cash.   They ' re  in  
a  posi t ion to  buy technology i f  they wanted to  buy i t .   So overa l l ,  
venture  capi ta l  has  to  real ly  be  taken in  the  Chinese  context .   The 
avai labi l i ty  of  the  Chinese  government  to  put  together  a  $200 bi l l ion  
equi ty  fund,  that  they ' re  about  to  do r ight  now,  to  invest  in  pr ivate  
equi ty  offshore ,  and a  s ingle  $3 bi l l ion investment  in  Blackstone rea l ly  



 

 

has  to  be  a  comparat ive  data  point  when we s tar t  ta lk ing about  venture  
capi ta l  wi th in  China .  
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 To obta in  ac tual  data  on venture  capi ta l  f lows in  China  is  
somewhat  d i f f icul t .   I  had to  go out  to  many sources  to  t ry  to  compi le  
an  accurate  pic ture .    
 In  the  f i rs t  quar ter  of  2007,  67 enterpr ises  received $419 mil l ion.   
That ' s  a  26 percent  increase  year  on year ,  so  we 're  seeing venture  
capi ta l  ra is ing dramat ica l ly .   In  2006,  the  tota l  venture  capi ta l  
inves tment  in  China  was  about  $1.8  bi l l ion.  
 So,  again ,  we look a t  tota l  venture  capi ta l  f rom al l  sources  f rom 
al l  countr ies ,  $1.8  bi l l ion.   Single  investment  in  Blackstone,  $3 
bi l l ion.   I t  g ives  you an idea .  
 The Uni ted Sta tes  i s  by far  the  larges t  venture  capi ta l  inves tor  in  
China .   We represent  89 percent  of  a l l  foreign-venture  capi ta l  and 66 
percent  of  the  to ta l  China  inves tment  pool  in  2006.   So we are  a  b ig  
p layer  in  th is  market ,  and i t  should  be  another  area  for  us  to  engage.  
 A point  to  consider ,  however ,  i s  over  90 percent  of  the  
companies  that  were  funded in  venture  capi ta l  were  a l ready shipping 
products  or  had a l ready achieved prof i tabi l i ty .   This  i s  not  genera l ly  
the  venture  capi ta l  market  in  the  Uni ted Sta tes .   I t ' s  new technology 
that ' s  going to  ship  product .   Our  venture  capi ta l  f low is  now going 
in to  projects  tha t  are  a l ready shipping goods  in to  the  market  or  are  
a l ready prof i table .  
 In  the  energy sector ,  i f  we t ry  and dr i l l  down in  venture  capi ta l ,  
what  does i t  mean for  energy?  
 In  2001 and 2002,  there  were  no energy deals .   In  2003,  there  
were  two deals  for  a  to tal  of  $3.5  mi l l ion .   The f i rs t  three  years ,  to ta l  
venture  capi ta l  in  energy was about  $3.5  mi l l ion ,  v i r tua l ly  nothing.  
 In  2005,  there  was  a  s ingle  deal ,  the  Suntech Power  deal  where  
they received 80 mi l l ion  to  fur ther  develop s i l icon solar  ce l l s  and 
photovol ta ics .   In  2006,  th is  has  taken off  dramat ica l ly .   I t  must  be 
noted tha t  i t  i s  hard  to  di f ferent ia te  publ ic ly  avai lable  informat ion on 
how to  def ine  a l ternate  energy,  c lean energy,  c lean tech,  o ther  energy,  
and how they c lass i fy  a l l  inves tments .  
 But  we can i l lus t ra te  where  i t ' s  going.   At  the  c lose  of  the  thi rd 
quar ter ,  Dow Jones/Ernst  & Young reported  there  were  n ine  c lean tech 
deals  for  $74 mil l ion.   That ' s  in  2006.   The Clean Tech Group said  
there  were  26 c lean tech deals  for  $420 mil l ion .   Zero2IPO,  sa id  for  
2006,  there  were  s ix  deals  in  Clean Energy for  $39 mil l ion  and s ix  
deals  in  “Other  Energy” for  $37 mi l l ion which adds  up to  about  $76 
mi l l ion.  
 But  cer ta in ly  you can conclude the  number  of  these  deals  i s  
increas ing dramat ica l ly .   The amount  i s  increas ing dramat ica l ly ,  
a l though in  the  macro pic ture ,  i t ' s  s t i l l  not  a  la rge  number .    



 

 

 The t remendous  growth potent ia l  seen,  even i f  you use  the  h igh 
es t imate ,  the  Clean Tech number ,  $420 mi l l ion  in  Chinese  c lean tech 
deals ;  comparable  inves tment  in  the  Uni ted  Sta tes  i s  $2 .9 b i l l ion .   So 
what  U.S.  i s  put t ing in to  c lean energy,  which venture  capi ta l  type 
inves tments ,  i s  over  f ive  t imes  what  was  done in  China ,  even us ing the  
highest  number .  
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 Suntech Power  Company,  i s  a  good example  of  how venture  
capi ta l  could  be  par t  of  solving the  equat ion.   Suntech was  founded in  
2001 as  a  Chinese-based photovol ta ic  manufactur ing company to  
produce panels  to  conver t  sunl ight  to  e lec t r ic i ty .  
 They or ig inal ly  were  backed by $6 mi l l ion  from s ta te-owned 
enterpr ises  to  get  the  company going.   Their  revenue went  f rom zero  in  
2001 to  $14 mil l ion  in  2003,  to  $226 mil l ion in  2005,  to  near ly  $600 
mi l l ion  in  2006.   Of  tha t  $600 mi l l ion they ' re  earning before  interes t ,  
taxes  and depreciat ion ,  ( thei r  EBITDA) is  $113 mi l l ion ,  on  $600 
mil l ion  in  revenue.   So i t ' s  incredibly  profi table ,  and to  take  a  
company f rom zero  to  $600 mil l ion in  f ive  or  s ix  years  i s  rea l ly  
incredible  in  th is  space .  
 In  May 2005,  venture  capi ta l i s ts  f inanced the  exi t  of  s ta te  
shareholders  wi th an  $80 mi l l ion inves tment .   Venture  capi ta l ,  
including Goldman Sachs ,  came in  and took out  the  s ta te  shareholders .   
Later ,  in  2005,  the  company went  publ ic  on the  New York Stock 
Exchange.   Today,  the  company is  valued a t  more  than $5 bi l l ion.  
 Dr .  Shi ,  the  founder  of  the  solar  company,  has  a  for tune in  
excess  of  $1.7  b i l l ion .   This  makes  h im the  r iches t  person l iv ing in  
mainland China ,  based on c lean technology,  and in  a  f ive-year  per iod.  
 The U.S. ,  as  China 's  la rgest  venture  capi ta l  inves tor ,  can engage 
wi th  China  on the  pol icy--  
 HEARING COCHAIR D'AMATO:  Go ahead and t ry  and wrap up.   
 MR.  ROGERS:   We can engage in  the  venture  capi tal .   In  terms 
of  pol icy ,  I  would  a lso  say one other  th ing,  too ,  we have the  i ssues  
surrounding Kyoto  Treaty .   The Clean Development  Mechanism is  able  
to  put  money into  China to  ac tual ly  deal  wi th  emiss ions.   We are  not  
par t  of  Kyoto  Protocol .   I t s  fu ture  i s  uncer ta in.   But  c lear ly  China has  
been the  b igges t  market  for  th is  Clean Development  Mechanism 
emiss ion reduct ions .  
 So lo ts  of  money has  been enter ing China to  a l low them to buy 
these  c leaner  technologies .   The U.S. ,  I  th ink,  should engage in  a  
d ia logue on th is  i ssue ,  whether  i t ' s  U.S. -China  bi la tera l  or  mul t i la tera l ,  
on  that  to  create  some kind of  mechanism to  f inancia l ly  deal  wi th  
emiss ions .  
 To sum up,  Confucius  sa id  "don ' t  impose  on others  what  you 
yoursel f  do not  des i re ,"  and fur ther  guided that  the  "super ior  man is  
modest  in  h is  speech but  exceeds  in  h is  ac t ions ."  



 

 

 I  th ink i t ' s  impor tant  we engage China in  a  pos i t ive  d ia logue to  
solve  our  shared problems,  the  neglect  of  which wi l l  rea l ly  have global  
consequences .   Thank you for  th is  oppor tuni ty  to  appear  today.  
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[The s ta tement  fo l lows:] 13 
 
 

PANEL IX:  Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR D'AMATO:  Thank you very  much for  that  
tes t imony.   I  have  an  observat ion I  want to  run by the  panel  in  te rms of  
the  tes t imony of  a l l  three  of  you,  and that  i s  despi te  the  obvious  need 
and the  a t tent ion and understanding in  China  as  to  c l imate  change 
problems and the  need to  move into  a l ternat ive  energy,  sequest ra t ion 
and other  k ind of  coal - re la ted  energies  and so  on,  I 'm get t ing the  
impress ion based on the  tes t imony that  the  cos t  of  the  technologies  
that  are  involved here  are  such that  the  Chinese  are  not  ready to  put  
the  kind of  investments ,  despi te  the  fact  that  they have t remendous  
fore ign reserves ,  to  put  the  k ind of  inves tments  and resources  in to  
these  technologies ,  and so  that  i t ' s  necessary  for- -  somehow i f  we ' re  
going to  engage the  Chinese  and to  move in  a  coopera t ive  fashion 
toward a  whole  var ie ty  of  p i lo t  programs and sequest ra t ion and coal  
l iquefact ion and other  th ings ,  somehow we 're  going to  have to  f ind  a  
way to  fund th is  o ther  than jus t  asking the Chinese  to  do i t .  
 And th is  i s  a  problem because  I  can assure  you that  my 
knowledge of  the  Congress  and others  on th is  panel ,  i f  we go to  the  
Congress  and say the  Uni ted Sta tes  has  got  to  fund i t ,  the  react ion is  
going to  be  in  the  face  of  these  k ind of  reserve  accounts  in  China ,  as  a  
resul t  of  the  ba lance  in  t rade ,  the  Congress  wi l l  not  be  very  recept ive 
to  that .  
 So we 've  got  to  be  somehow creat ive  in  developing the 
inst i tut ional  and f inancia l  mechanisms to  move in to  th is  di rect ion.   
Does  the  panel  bas ical ly  agree  wi th  that  assessment  and do you have 
any ideas  as  to  how we 're  going to  do that?   Any one of  you?  
 DR.  GALLAGHER:  I 'd  l ike  to  make two comments .   I  th ink that  
there 's  a  lo t  tha t  can be  done in  terms of  funding on the  R&D side ,  and 
I  actual ly  th ink we could  benef i t ,  the  Uni ted  Sta tes  could  benefi t  f rom 
joint  R&D projects  on carbon capture  and s torage ,  for  example ,  and I  
th ink the  Chinese  are  wi l l ing to  put  money in to  that  together  wi th  us .  
 But  you ' re  qui te  r ight ,  tha t  in  terms of  ac tual ly  going in to  the  
market  wi th  advanced technologies  l ike  IGCC, i t ' s  very d i f f icul t  for  
them to  jus t i fy  these  higher  cost  technologies .   We 've  been t ry ing to  
s tudy th is  in  my group,  what  exact ly  i s  the  economic hurdle  and f rom 

 
13 Click here to read the prepared statement of Mr. Wayne L. Rogers 
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what  we can te l l ,  so  far  i t  seems l ike  there 's  an  80 percent  d i f ference  
between the  cos t  of  pulver ized coal  power  in  China  and IGCC.  
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 Here  in  the  Uni ted Sta tes ,  tha t  hurdle  i s  much smal ler ,  maybe 20 
percent ,  the  U.S.  Congress  overcame those  wi th  loan guarantees .   But  
in  China i t ' s  a  b igger  hurdle  because  they ' re  us ing pre t ty  o ld  
technology that ' s  indigenous  technology,  that  they can produce there  a t  
low cost .   So that ' s  a  rea l ly  b ig  hurdle  that  they ' re  going to  have to  
overcome,  and they jus t  don ' t  see  the  incent ive  to  do i t ,  par t icular ly  
f rom the  s tandpoint  of  c l imate  change at  this  point .  
 But  I  do th ink that  there  would  be  other  countr ies  tha t  might  be  
in teres ted  in  developing some kind of  an  inves tment  fund.   I  could  
imagine  that  the  Uni ted  Sta tes  could  go to  Europe and go to  Japan,  to  
create  some sor t  of  a  mul t i la tera l  inves tment  fund,  and I  ac tual ly  th ink 
you could  th ink about  asking the  Chinese  to  a lso  put  money in to  that  
fund that  would  be  used to  help  pay these  incremental  cos ts ,  and I  
would  advise  doing that .  
 HEARING COCHAIR D'AMATO:  Thank you.   Based on your  
research in  terms of  venture  capi ta l ,  how does  that - -  
 MR.  ROGERS:   There  are  a  couple  of  th ings .   I t  has  i ssues  on 
both  s ides .   The venture  capi ta l i s t  rea l ly  does  have a  d i lemma going 
in to  China .   F i rs t  of  a l l ,  we have not  addressed the  i ssues  of  
in te l lec tual  proper ty  protect ion.   So a l l  of  these  new technologies  that  
we ' re  ta lk ing about ,  the  venture  capi tal i s t  goes  in  and says ,  my gosh,  i f  
I  go  in  and develop th is ,  what  I  am clear  i s  that  there  is  no real  
in te l lec tual  proper ty  protect ion.  
 At  the  same t ime,  what 's  going to  happen is  I 'm probably  going 
to  be  looking a t  th is  technology coming back a t  me,  local ly  
manufactured,  a t  lower  cos t  in  the  wor ld 's  market .   I f  I  say  no,  and 
don ' t  do  i t ,  then do I  forgo th is  whole  Chinese  market  and potent ia l ly  
the  g lobal  market?   So that ' s  k ind of  where  they s tand.  
 From the  Chinese  s ide ,  we say,  “you have to  do something about  
in te l lec tual  proper ty .”  We have to  make progress  on th is  i ssue;  i t ' s  
impeding not  only  th is  but  o ther  areas  as  wel l .   I f  we s tep  back and 
look a t  i t  f rom the  Chinese  s ide  and say who should  pay for  g lobal  
warming,  China  has  jus t  re leased thei r  g lobal  warming plan.   I  th ink 
the  quote  that  they used is  the  U.S.  or  the  Western  world  has  an  
"unshirkable  responsibi l i ty"  to  be  par t  of  the  payment  for  th is  going 
forward.  
 So we are  going to  be  a  somewhat  a t  loggerheads  f rom the  
pol i t ica l  rea l i t ies  of  the  Uni ted Sta tes  versus  what  one might  say is  the  
fa i r  view of  the  Chinese ,  tha t  the  U.S.  has  some responsibi l i t ies  to  
solve  th is  problem .  
 So I  think clear ly  that  on the  U.S.  we s ide  are  going to  have to 
s tep  up to  the  p la te ,  whether  i t ' s  economic incent ives—and I 'm not  



 

 

saying necessar i ly  the  Clean Development  Mechanism--but  th ings  
where  companies  could  get  credi t  for  inves t ing in  a  c lean energy 
projec t  in  China  or  some mechanism such as  th is  tha t  could  deal  wi th 
carbon issues  going forward.   This  would include China as  par t  of  
g lobal  solut ion going forward and make inves tments ,  not  put t ing us  a t  
loggerheads  of  who pays ,  you or  me,  in  a  win- lose  scenar io .  
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 HEARING COCHAIR D'AMATO:  Mr.  Sie .  
 MR.  SIE:   Yes .   I  th ink we should  separa te  between 
demonstra t ion R&D, and ful l -scale  deployment ,  and many of  the  th ings  
we ' re  ta lking about  have again  a  b i la tera l  usage and benefi t .   I  think  a t  
leas t  up  t i l l  now the power  generat ion in  China has  more  local  control ,  
whereas  I  think i f  we can engage the  centra l  government  to  do 
somewhat  what  the  Uni ted  Sta tes  does .   We can look a t  i t  negat ively  as  
pork ,  but  there  are  subsidies  and there  are  tax  credi ts  that  i s  hopeful ly  
for  the  common good and in  this  case  not  only  for  a l l  of  China ,  but  for  
China and the  Uni ted Sta tes .  
 So I  th ink i f  we can match our  subsidy wi th  thei r  centra l  
government  subsidy as  a  new paradigm for  these  new developing 
technologies  and maybe could  have a  shared IP as  wel l .   I 'm saying 
there  are  th ings  that  become a  win/win s i tuat ion for  both  of  us  l ike  
coal  sequest ra t ion.    
 There 's  no reason why we shouldn ' t  be  able  to  compar tmenta l ize  
tha t  and then change the  paradigm of  the  Chinese  cent ra l  government  
to  look a t  i t  the  way we have looked a t  i t .  
 HEARING COCHAIR D'AMATO:   Thank you.   Chairman 
Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much and thank 
you,  a l l  of  you,  and par t icular ly  f rom the  pr ivate  sector  exper t i se  that  
you ' re  br inging to  a l l  of  th is .   I  have two ideas  here .   One is  some sor t  
of  matching subsidies  i s  going to  be  impor tant  commitment  on both  
s ides  going forward.   And I  th ink we don ' t  want  to  be  in  a  posi t ion,  as  
much as  I  recognize  the  ser iousness  of  the  problems,  tha t  we end up 
having the  Chinese  government  doing cos t  shi f t ing  to  the  Uni ted  Sta tes  
taxpayer  of  jo in t  responsibi l i t ies .  
 And jus t  l ike  IPR theft  i s  a  way to  get  f ree  R&D, our  
commitment  to  resolving these  i ssues  is  another  way that  f rankly  you 
could  get  a  lo t  of  benef i t  out  of  i t  but  tha t  the  taxpayer  ends  up bear ing 
a  burden that  needs  to  be  shared.   So I  th ink that ' s  impor tant .   I  l ike  
the  idea  of  a  mul t i la tera l  investment  fund.   I  think that ' s  a lso  
in terest ing .  
 I 'd  l ike  to  ask  something a  l i t t le  d i f ferent  or  come at  th is  f rom a 
s l ight ly  d i f ferent  angle ,  which is ,  Kel ly ,  I  was  very  interested  also 
when you were  ta lk ing about  the  role  of  fore ign di rec t  inves tment  and 
the  ro le  of  the  mul t inat ionals .   When 16 years  ago,  17 year  ago,  when 



 

 

th is  sor t  of  growing interes t  in  U.S.  investment  and mul t inat ional  
inves tment  in  China  s tar ted  rea l ly ,  and s tar ted  picking up s team,  there  
was  concern on the  par t  of  a  number  of  us  tha t  what  was  happening,  
one of  the  reasons  cos t  of  product ion was  so cheap in  China  was 
because  of  a  lack of  environmental  regula t ions  and a  lack of  labor  
s tandards ,  and that  what  was  happening was  a  race  to  the  bot tom.  
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 I  th ink that  l ike  so  many other  th ings  to  do wi th China 's  
economic  growth and China 's  r i se  on the  g lobal  s tage ,  i t ' s  a l l  happened 
so  much fas ter  than everybody expected i t  to  be,  and now i t  fee ls  l ike  
we are  a t  the  bot tom.   We hope tha t  i t  doesn ' t  go  any lower  than th is .   
How does  the  U.S.  government  work wi th  the  Chinese  government  to  
ra ise  what  the  bot tom is  in  terms of  the  expecta t ions  and s tandards  of  
the  responsibi l i ty  of  the  mul t inat ional  companies  tha t  are  there?   How 
do we race  to  the  top now or  how do we a t  leas t  l i f t  the  bot tom up so 
that  i t ' s  a t  a  higher  s tandard?  Any suggest ions?  
 DR.  GALLAGHER:  Honest ly ,  I  looked very  c losely  a t  that  
quest ion  of  whether  there  was  a  race  to  the  bot tom in  terms of  the  
decis ion-making on the  par t  of  the  U.S.  automakers  and thei r  
inves tments  in  China ,  and I  d id  not  f ind any evidence of  a  race  to  the  
bot tom.   They were  incurr ing rea l ly huge expenses  by going into  that  
market  and i t  wasn ' t  easy  when they went  into  the  market .  
 So I  don ' t  th ink that  the  cos t  benefi t  of  going there  in  terms of  
the  environmental  d imension--I  d id  not  look a t  the  labor  d imension--
was  a  dr iv ing decis ion about  why they inves ted there .   On the  other  
hand,  I  take  your  point  tha t  the ir  emiss ion s tandards  for  pol lu t ion 
control  s t i l l  s igni f icant ly  lag U.S.  emiss ion s tandards .   In  par t icular ,  a  
huge hurdle  now is  the  fuel  qual i ty  i ssue  in  China .   China  has  very  
high sul fur  fuel  and i t ' s  h inder ing i t s  abi l i ty  to  move to  more  s t r ingent  
pol lu t ion control  s tandards  in  the i r  automobi les .  
 One area  where  China  has  ac tual ly  moved ahead of  the  Uni ted 
Sta tes  i s  the i r  fuel  ef f ic iency s tandards  for  automobi les .   And my sense  
i s  tha t  the  government  i s  very  concerned about  the  urban a i r  pol lu t ion 
that  they ' re  exper iencing and because  of  the i r  energy secur i ty ,  
par t icular ly  o i l  secur i ty  concerns ,  they 've  been qui te  aggress ive  on 
these  fuel  ef f ic iency s tandards .   I  know planning i s  underway for  a  
heavy duty  t ruck fuel  ef f ic iency s tandard  and the  next  phase  of  fuel  
ef f ic iency s tandards  for  automobi les .  
 So we 're  ac tual ly  looking a t  a  s i tuat ion where  China could  be  
moving ahead of  the  Uni ted  Sta tes  and kind of  harmonizing upwards  in  
that  d imension.    
 I  think they are  qui te  a  ways  off  f rom being able  to  ca tch up in  
terms of  the  emiss ion control  s tandards ,  however ,  because  of  th is  fuel  
qual i ty  problem.  
 CHAIRMAN BARTHOLOMEW:  Can I  jus t  c lar i fy  one th ing 



 

 

which is  tha t  the  s tandards  tha t  I  was  ta lk ing about  were  not  so  much 
s tandards  of  product  but  s tandards  of  product ion,  th ings  l ike  water  
qual i ty  and a i r  qual i ty  product ion,  and how do we get  everybody 
par t ic ipat ing in  these  improvements?  
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 MR.  ROGERS:   My impress ion is ,  and I  don ' t  have a l l  the  data  
on i t ,  i s  tha t  the  large  mul t inat ionals are  not  going to  be  our  source  of  
problems.   Many of  these  companies ,  and I 've  worked wi th  the  
European companies ,  are  very  sens i t ive  to  the  i ssue .   They ' re  sensi t ive 
to  what 's  happening in  terms of  pol lu t ion,  sus ta inabi l i ty ,  and what  
they ' re  doing.   Whether  i t  goes  as  far  as  someone making sneakers  and 
market ing them,  having found that  they were  made in  a  sweatshop,  
most  of  the  large  mul t ina t ionals  are  very  sensi t ized  to  those  i ssues .  
 On the  other  hand,  the  i ssues  that  are  t ied  in  wi th  s ta te-owned 
companies ,  when I  was  in  India  on this  las t  t r ip ,  I  met  wi th  some of  the  
const ruct ion companies  there  that  were  saying,  “we don ' t  know what  to  
do because  in  India ,  Chinese  are  quot ing road projec ts  a t  30  percent  
lower  cost  than an Indian can do the  project .”  
 I  was  f rom there  to  Ethiopia  and the  Ethiopians  were  saying,  “We 
can ' t  bui ld  any roads  or  any infrast ructure  fac i l i t ies ;  the  Chinese  are  
bui ld ing everything here and these  guys  wi l l  work under  condi t ions  
that  an  Ethiopian won ' t  work under .”   So I  th ink some of  these  i ssues  
you ' re  going to  see  are  even not  jus t  const ra ined to  the  country ,  but  are  
g lobal  going forward .   I  th ink a  lot  of  the  focus i s  going to  have to  be  
in  two fold:   One engaging the  government  on th is  i ssue  because  many 
of  these  are  t ied  in  wi th  government .  
 Two,  i t  may be  jus t  a  natura l  evolut ion as  the i r  income/GDP 
increases  and everyone learns  more  and Internet  i s  more  open people  
aren ' t  going to  s tand for  a  lo t  of  these  th ings .  
 When you 're  in  Bei j ing  or  I  was  in  Zhangzhou,  you 'd  th ink you 
were  in  New York Ci ty ,  a l l  the  young kids  running around wi th  thei r  
ce l l  phones ,  and l iv ing modern urban l i fes tyle .   They ' re  not  going back 
to  the  farm to  be  in  these  condi t ions .   So many of  these  i ssues  I  th ink 
are  going to  be  corrected as  t ime goes  on.  
 MR.  SIE:   I  think I  agree  general ly  that  i t  i s  in  the  very 
Mal thusian  fashion a  redis t r ibut ion of  weal th  and ra is ing the  l iv ing 
s tandard  over  t ime and China  wi l l  be  the  h igh labor  cos t  and some 
other .   So I  th ink in  the  broadest  sense ,  i t ' s  good,  as  long as  the  
government  has  a  wi l l  to  improve,  as  wel l  as  avoidance of  labor  
demonstra t ions .   And I  th ink China ,  as  you know,  wants  to  have 
s tabi l i ty  above a l l ,  and I  th ink eventual ly ,  l ike  Wayne sa id ,  they watch 
te levis ion;  they see Western  values .   I t ' s  jus t  going to  be  amalgamated 
so  tha t  I  th ink i t  wi l l  take  care  of  i t se l f  by the  people 's  des i res .  
 CHAIRMAN BARTHOLOMEW:  Let ' s  hope they ' re  not  get t ing 
a l l  thei r  sense  of  Western  values  f rom te levis ion wi th a l l  respect  to  the  



 

 

fac t  tha t  you ' re  a  leader  in  the  te levis ion indust ry .  
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 HEARING COCHAIR D'AMATO:  Right .  
 MR.  SIE:   No,  they censored those .     
 HEARING COCHAIR D'AMATO:  Incidenta l ly ,  before  we go to  
the  next  quest ion ,  jus t  for  the  panel  for  schedul ing purposes ,  we ' re  
running a  l i t t le  b i t  la te  because  we had Congressman Bar t le t t  in  here ,  
so  we 're  going to  begin  our  next  panel  in  about  15 minutes .  
 Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Mr.  Rogers ,  jus t  a  comment .   Your  
descr ip t ion of  venture  capi ta l  inves tments  sounded more  l ike  pr ivate  
equi ty  inves tments .   In  o ther  words ,  i t  was  money not  ac t ing l ike  
venture  capi ta l .   Am I  miss ing something here?  
 MR.  ROGERS:   No,  that ' s  r ight .    
 COMMISSIONER FIEDLER:  And Blackstone  is  not  known as  a  
venture  capi ta l i s t ;  i t ' s  known as  a  pr ivate  equi ty  company.   So pr ivate  
equi ty  i s  going in to es tabl ished ventures  in  China .   But  i t ' s  jus t  
modest ly  going in to  environmenta l ly  impacted investments ;  r ight?  
 MR.  ROGERS:   That 's  correc t .   I t  could  be  def in i t ional  as  you 
say.   I f  we say the  def in i t ion is  pr ivate  equi ty  as  into  a  prof i table  
company that ' s  sh ipping product  as  opposed to  a  s tar t -up.  
 COMMISSIONER FIEDLER:  I  a lso associa ted  venture  capi ta l  
wi th  a  new idea  and pr ivate  equi ty  with  an  o lder  idea ,  es tabl ished.   I s  
that  fa i r?  
 MR.  ROGERS:   Right .  
 COMMISSIONER FIEDLER:  The cooperat ion pr ior i t ies ,  we 've  
heard  panel ,  a  number  of  panels  over  the  las t  day and a  hal f .   I  ac tual ly  
don ' t  know the  count .   I  th ink you ' re  seven;  r ight?   And everybody is  
doing something,  and that  i s  in t r ins ica l ly  valuable .   A lo t  of  people ,  
including our  government ,  deal ing wi th  the  centra l  government .   There  
i s  some reference  made to  provincial  governments .   Very  l i t t le  
reference  has  been made to  local  governments ;  yet ,  everyone decr ies  
the  fac t  tha t  i t  i s  the  local  governments  wi th  the  power  to  ef fect  the  
change.   They ' re  doing,  they ' re  a l lowing the  p lants  to  go up and what  
not ;  r ight?  
 MR.  ROGERS:   Yes .  
 COMMISSIONER FIEDLER:  I f  we had to  decide  on one of  two 
th ings ,  not  three  dozen th ings ,  that  we cooperated on,  what  would  
those  two th ings  be?   In  o ther  words ,  you have to  make a  hard  choice .   
What 's  most  impor tant  to  us?  
 By the  way,  I 'm not  sanguine  about  the  poss ibi l i t ies  of  
compar tmenta l iz ing,  as  you unders tandably  wish.   I t ' s  going to  get  in  
the  way of  pol i t ics  and other  th ings .  
 MR.  ROGERS:   I  want  to  make a  c lar i f ica t ion on what  you sa id .   
I t  would  depend on who I  was .   In  o ther  words ,  i f  you ' re  a  pr ivate  



 

 

sector  person,  a  lo t  of  focus  by the  pr ivate  sector  i s  going di rect ly  to  
those  provincia l  governments .   So i f  you sa id  where  i s  i t  happening,  
i t ' s  happening in  the  provincia l  governments  and many of  them have  
wide la t i tude  to  do th ings .   So many of  the  pr ivate  sector  people  go 
r ight  to  provincia l  government  and work wi th  provincia l  government .  
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 Now,  i f  I  put  on my hat  and sa id  I 'm the  U.S.  government  now,  
and I  sa id  what  should  I  do  there ,  now,  the  engagement  of  the  U.S.  
government  wi th  the  provincia l  governments  i s  probably  something 
that  i s  not  going to  happen.   
 So  you said  a l l  r ight ,  we ' re  l imi t ing ourselves  to  what  can we do 
on th is  l i s t  of  two th ings  in  which the  U.S.  government  wi l l  engage the  
Chinese  government  on?  I 'm jus t  taking that  as  the  f ramework of  your  
quest ion.  
 COMMISSIONER FIEDLER:   Okay.   So,  one  th ing for  the  
government  and one th ing for  the  pr ivate  sector ,  and get  my two.  
 MR.  ROGERS:   Okay.   I  would  work on the  pol icy  f rameworks ,  
and we t icked them off ,  for  renewable  energy,  for  venture  capi ta l ,  for  
in te l lec tual  proper ty .   I  would  cont inue  to  work together  and f ind ways  
that  we can get  these  pol icy  f rameworks  r ight  because  i f  those  pol icy  
f rameworks  are  r ight ,  the  pr ivate  sector  is  going to  respond and you 're  
going to  see  more  and more  posi t ive  th ings  going forward in  the  
country .  
 COMMISSIONER FIEDLER:  Dr .  Gal lagher .  
 DR.  GALLAGHER:  Number  one,  I  would  say get t ing some R&D 
and demonstra t ion projects  on carbon s torage,  carbon capture  and 
s torage.   That  would  be  number  one.  
 Number  two,  I 'm having a  rea l ly  hard  t ime on because  I  th ink a t  
the  cent ral  government  level ,  I  do  think that  some sor t  of  inves tment  
f ramework needs  to  be  created .   You need to  get  the  Nat ional  
Development  Reform Commiss ion to  a  point  where  they approve 
projects  that  are  more  expensive  i f  they have this  environmental  
benef i t .  
 So,  but  a t  the  same t ime,  as  I  sa id  in  my tes t imony,  enforcement  
a t  the  local  level  i s  a  cr i t ical  i ssue , and I  do th ink that  tha t ' s  something 
that  we could  work on together  wi th  the  Chinese.   So three .  
 MR.  SIE:   I ' l l  answer  a  d i f ferent  quest ion.  
 COMMISSIONER FIEDLER:  You 've  been in  Washington too 
long.   You must  be  the  lawyer .   He 's  been f rom Colorado a  day.  
 MR.  SIE:   At  leas t  I  te l l  you that  beforehand.   But  wi th  the  same 
resul t .   Not  so much specif ic  projects .  
 COMMISSIONER FIEDLER:  Yes ,  I  wasn ' t - -  
 MR.  SIE:   I  th ink when I  ment ioned about  that  we ' re  both  in  the  
boat  together ,  and I  be l ieve  that  we have to  demonstra te  in  the  Uni ted  
States  that  green-- I  hate  to  use  that  word "green"  per  se ,  tha t  green is  



 

 

going to  be  huge.   Green is  the  color  of  money--green.   Green is  
prof i table .   Green is  going to  be  a  huge indust ry .   I t ' s  going to  be  the  
next  generat ion.   And you have now s tar ted  wi th  the  new energy index.  
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 So I  can see  we pract ic ing that  we say green is  not  a  cos t  i tem;  
green is  the  future ;  green is  prof i table .   And I  think i f  we can 
demonst rate  that  wi th  hard  fac ts ,  I  th ink we then leverage that  in to  
China  wi th  a  new paradigm.   For  too long we 've  been saying who's  
paying for  i t?   Whereas  i f  you create  a  whole  indust ry  emerging in  th is  
country ,  I  think that  wi l l  t rans la te  very  wel l  in  China because  now you 
have a  win/win s i tuat ion of  growth as  wel l  as  good for  socie ta l .   That  
was  sor t  of  my point .  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR D'AMATO:   Thank you.   Commiss ioner  
Videnieks .  
 HEARING COCHAIR VIDENIEKS:   I  think Warren Buffe t  sa id  
something s imi lar  about  green for  the  fu ture .  
 MR.  SIE:   I  should  be  so  lucky.  
 HEARING COCHAIR VIDENIEKS:   Yes .   But  a  couple  of  
observat ions .   I  went  to  a  presentat ion by the  gent leman who made the  
for tune in  solar  panels ,  where  he  actual ly  ment ioned tha t  most  of  h is  
sa les  were  to  Europe.   I 'd  l ike  to  have  your  comments  a  l i t t le  la ter .  
 And a lso  the  o ther  observat ion I  have i s  that  jus t  a  reverse  in  the  
t rend to  reduce energy intens i ty ,  even though i t  d idn ' t  meet  targets ,  i s  
a  s igni f icant  event ,  his tor ical  ac tual ly ,  as  GDP grows a t  ten ,  11 
percent ,  they were able  to  reduce  the  intens i ty .   Any comments  on 
that?  
 MR.  ROGERS:   With  respect  to  Suntech.  
 HEARING COCHAIR VIDENIEKS:   Yes .  
 MR.  ROGERS:   90  percent  of  thei r  sa les  are  outs ide  China .   So 
you 're  r ight .   Exact ly  what  you sa id ,  I  th ink th is  i s  the  company you 're  
ta lk ing about .  
 MR.  SIE:   Germany.   One country .   
 MR.  ROGERS:   Yes ,  so  c lear ly  that ' s  the  case  a l though one could  
argue f rom a  g lobal  perspect ive ,  tha t ' s  a  win/win thing because  we 've  
turned around and reduced the  cos t  of  solar  panels  by 20 or  30 percent .   
What  they would say probably  i s  that  they combine  f i rs t  wor ld 
technology,  developing world  pr ices ,  venture  capi ta l  access  and open 
markets .   So on a  g lobal  bas is .   I f  you did  that ,  they went  to  $600 
mil l ion in  f ive  years ,  and 90 percent  global  sa les .    HEARING 
COCHAIR VIDENIEKS:   Now,  the  o ther  quest ion about  the  
s igni f icance  of  improving energy in tens i ty .   Even though they didn ' t  
meet  targets  and look bad and the  president- -  
 DR.  GALLAGHER:  No,  I  th ink that  one of  China 's  great  
accompl ishments  has  been the i r  rapid  improvement  in  energy intensi ty  



 

 

in  the  las t  20  years .   China  i s  s t i l l  re la t ively  ineff ic ient  compared wi th 
most  indust r ia l ized countr ies ,  but  the  ra te  a t  which they improve thei r  
energy in tens i ty  f rom 1980 to  2000 was  unprecedented in  terms of  
thei r - -  
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 HEARING COCHAIR VIDENIEKS:   The GDP quadrupled and 
energy use  only  doubled.  
 DR.  GALLAGHER:  That ' s  r ight .   That ' s  r ight .  
 HEARING COCHAIR VIDENIEKS:   Then something happened.   I  
guess  they went  to  heavy indust ry .   I  th ink we had tes t imony ear l ier  
today.  
 DR.  GALLAGHER:  Yes .  
 MR.  ROGERS:   But  in  the  macro  pic ture ,  everyone e lse  i s  here  
on the  char t  and they ' re  over  here  on the  char t .   So even as  we reduce 
that  energy in tens i ty ,  the  demand growth,  i f  11 .1  percent  i s  the  r ight  
number ,  which we don ' t  know,  for  the  f i rs t  quar ter  in  growth,  even i f  
you 've  reduced i t  down to  e ight  percent ,  i t ' s  four  t imes  or  f ive  t imes  
s t i l l  what  i s  i t  in  other  par ts  of  the  world .   So that ' s  the  problem we 're  
fac ing is  tha t .   I t  doesn ' t  say  you don ' t  reduce your  energy in tens i ty ,  
but  in  a  macro pic ture ,  we have to  recognize  even doing tha t ,  i t ' s  s t i l l  
going to  be  mul t iples  of  what  the  res t  of  the  wor ld  i s  going to  need to  
go forward.   So reducing energy intensi ty  i s  not  going to  cut  i t  in  and 
by i t se l f  i s  my point .  
 DR.  GALLAGHER:  But  they have set  th is  target  to  do the  same 
th ing again ,  to  quadruple  thei r  economy and only  double  thei r  energy 
consumption by 2020,  but  le t ' s  jus t  be  c lear  that  doubl ing thei r  energy 
consumpt ion,  based on coal ,  i s  not  tenable  f rom a  c l imate  change point  
of  v iew.  
 HEARING COCHAIR VIDENIEKS:   But  a lso  as  they go in to  
heavy indust ry ,  a luminum,  s tee l  and what  not .  
 DR.  GALLAGHER:  Yes ,  that ' s  r ight .    
 HEARING COCHAIR VIDENIEKS:   But  anyway I 'm done wi th  
my comments .  
 HEARING COCHAIR D'AMATO:  Anybody?  I  have one quick 
las t  ques t ion.   Sorry .    
 CHAIRMAN BARTHOLOMEW:  I  don ' t  want  to  keep our  next  
panel  wai t ing.  
 HEARING COCHAIR D'AMATO:  We have one-and-a-hal f  
minutes  so  i t ' s  a  quickie .   So  for  Mr.  Sie ,  as  an  engineer ,  my quest ion 
is  in  terms of  sc ience  and technology,  engineer ing solut ions  to  the  
generat ion of  renewable  energy.   What  would you say,  what  in  your  
mind is  the  most  promis ing technology that  you 've  been looking a t?  
 MR.  SIE:   Besides  an  engineer ,  I 'm a lso  an e ternal  opt imist .  So  I  
be l ieve  that  sc ience  and technology wi l l  get  us  out  of  a l l  of  our  
t roubles .  With  the  government  wi l l  and subsidy.    
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 MR.  SIE:   I  th ink the  most  encouraging thing tha t ' s  on  the 
hor izon is  a lmost  one of  those  too good to  be  t rue  patent .   In  1967,  a  
gent leman,  professor  now,  professor  a t  Purdue,  Jeff  Woodal l ,  he  has  
patented and reduced the  pract ice  of  taking a luminum and water  and 
create  hydrogen and a luminum oxide .   And the  water  i s  p lenty .   And 
we have a  lo t  of  a luminum,  and both  of  them are  recyclable .   So that  
was  a  fantas t ic  demonstra t ion,  those  of you who haven ' t  seen i t ,  i s  tha t  
what  he 's  d iscovered that  when he  puts  a luminum and gal l ium,  mel t  the 
a luminum into  gal l ium--gal l ium is  l ike  a  th i rd  column compound,  iner t ,  
but  what  the  gal l ium does  i s  i t  inhibi ts  the  format ion of  a luminum 
oxide  on the  surface .  
 So a luminum l ikes  water ,  and as  soon as  they get  together ,  you 
get  hydrogen comes out ,  you get  deposi ts  of  a luminum oxide  and the  
gal l ium s tays  iner t .   So you can have  an  a lmost  wi thout  t ranspor ta t ion,  
you can create  a  vehic le  where  you jus t  add water ,  and add water ,  i t  
wi l l  jus t  conver t  i t  to  hydrogen and hydrogen can fuel  the  engine .   So 
that ' s  sor t  of  a  too  good to  be  t rue  technology,  but  i t  requires  a  lo t  
more  work.   I t  requires  a  whole  infras t ructure .  
 You go drop off  your  a luminum oxide  and get  a luminum back.   
I t ' s  a  very  in teres t ing and I 've  d iscussed i t  wi th  Professor  Woodal l ,  
who is  a  d is t inguished professor  of  e lec t r ica l  and computer  engineer ing 
a t  Purdue,  and i f  you go on the  Web s i te ,  you ' l l  ge t  a  sense .   I t  so lves  
everything i f  we can make i t  work because  you got  forever  water  and 
you use  a luminum that ' s  recyclable  and i t  jus t  sounded too good to  be  
t rue .  
 HEARING COCHAIR D'AMATO:  So you 're  announcing today 
that  in  your  ins t i tu t ion,  you ' re  making hydrogen-powered cars  in  
Denver .  
 MR.  SIE:   No,  but  we want  to  encourage that  k ind of  
development  to  see-- that 's  t ruly  venture  capi ta l ,  but  i t ' s  more  than 
venture  capi ta l .   You rea l ly  have to  say  the  large  companies  are  wi l l ing 
to  say  tes t  the  reduct ion to  pract ice ,  and then see  i f  i t  can be  poss ible .   
I f  i t  i s ,  then i t  rea l ly  wi l l  change the  whole  paradigm.   I  don ' t  g ive  
much chance because  of  a l l  of  the  exis t ing s takeholders ,  but  I  th ink 
f rom a  technical  point  of  v iew,  i t  real ly  solves  a l l  of  the  things  we 
discussed about  today,  very  s imple ,  renewable ,  recyclable ,  jus t  wi th 
water  and a luminum. 
 HEARING COCHAIR D'AMATO:  Thank you.   Thank you very  
much for  tha t ,  and thank the  panel  for  a  very  in teres t ing panel  and a l l  
your  research.   We wi l l  conclude  this  panel ,  and we ' l l  move on to  our  
las t  panel  of  the  day.  
 Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  



 

 

 

 

 
 
 
  

- 292 -

 

PANEL X:  U.S.-CHINA GOVERNMENTAL AND 
NONGOVERNMENTAL COOPERATIVE PROGRAMS IN ENERGY 

AND THE ENVIRONMENT 
 

 HEARING COCHAIR SHEA:  thank you for  your  pat ience  in  
s tar t ing la te .   I  real ly  appreciate  i t .   This  i s  the  f i f th  and f inal  panel  of  
the  day and I  guess  i t  might  be  the  tenth  or  11th  panel  of  the  two-day 
hear ing.   We wi l l  examine governmenta l  and nongovernmenta l  
cooperat ive  energy programs between the  Uni ted  Sta tes  and China  that  
are  current ly  in  progress .  
 Our  f i rs t  speaker ,  Dr .  S .  T.  Hsieh,  i s  the  Director  of  the  U.S. -
China  Energy and Environmental  Technology Center  under  the  Payson 
Center  of  Tulane Univers i ty  s ince  i t  was  off ic ia l ly  es tabl ished in  1997.  
 He earned a  Doctor  of  Engineer ing and Master  of  Science  f rom 
Tulane Univers i ty  and a  Bachelor  of  Science f rom the  Nat ional  Chiao 
Tung Univers i ty ,  Taiwan.  
 Next ,  Dr .  Wei-Ping Pan,  Director  of  the  Inst i tu te  for  Combust ion 
Science and Environmental  Technology,  received his  B.S.  degree  in  
Chemical  Engineer ing f rom Chung Yuan Univers i ty ,  Taiwan,  and his  
Ph.D.  in  Physical  Chemist ry  f rom Michigan Technologica l  Univers i ty  
in  1986.   He has  p ioneered work in  the  area  of  c lean coal  technology,  
emiss ion control  and thermal  analysis .  
 F inal ly ,  Mr.  Michael  J .  Mudd is  the  Chief  Execut ive  Off icer  of  
FutureGen Al l iance .   Pr ior  to  being named the  CEO of  the  FutureGen 
Al l iance ,  Mr.  Mudd spent  his  profess ional  career  wi th  the  American 
Elect r ic  Power ,  most ly  focused on coal- f i red  generat ion.   During his  
over  30 years  wi th  AEP,  he  was  involved in  the  des ign,  const ruct ion,  
s tar t -up and operat ion of  large  coal - f i red  power  p lants  in  several  Clean 
Coal  Technology Demonstra t ion Projects .  
 On behalf  of  the  Commiss ion,  I  want  to  thank off  of  the  panel is ts  
today for  jo ining us ,  and we ' l l  begin  wi th  Dr .  Hsieh.  
 

STATEMENT OF DR. S.T.  HSIEH 
DIRECTOR, U.S. /CHINA ENERGY AND ENVIRONMENTAL 

TECHNOLOGY CENTER, TULANE UNIVERSITY,  
NEW ORLEANS,  LOUISIANA  

 
 DR.  HSIEH:  Thank you for  the  n ice  int roduct ion .   Mr .  
Chairman,  Madam Chairman,  and members  of  the  Commiss ion,  I 'm 
very  pleased to  appear  in  f ront  of  you and very  honored,  but  more  
important ly ,  f rom yesterday and today--  
 CHAIRMAN BARTHOLOMEW:  You must  be  very  t i red .  
 DR.  HSIEH:  No,  no.   I  could  s i t  through another  sess ion.   I  do  



 

 

learn  so  much f rom your  exchange wi th  the  d is t inguished panel  and 
they inspi red me,  enl ightened me and broadened my perspect ive .  
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 HEARING COCHAIR SHEA:  Thank you.  
 DR.  HSIEH:  I t  made me bel ieve  what  I 'm doing now is  va luable  
for  both  the  USA and China  to  enhance  the  energy col laborat ions .   So 
f rom my perspect ive ,  ins tead of  rec i t ing effor t  I  repor ted  in  wri t ing,  
I 'm jus t  going to  summarize  for  you,  and in  v iew of  jus t  the  
d iscuss ions  about  inves tment  or  funding,  I 'd  l ike  to  share  wi th  you my 
exper ience  of  promot ing FGD technology in  China .  
 We s tar ted  to  promote  U.S.  f lue  gas  desulfur iza t ion (FGD) 
technology in  the  ear ly  '90s  and for  awhi le  nothing happened.   You 
know jus t  meet ings ,  more  meet ings .   Then by 2001,  Babcock Wilcox 
s tar ted  to  have  a  chance  to  b id  for  a  re la t ively  smal l  project ,  125 
megawat ts  in  Zhej iang,  and they cal led  upon us ,  sa id  EETC,  can you 
help us  to  s t ructure  a  tour  for  th is  potent ia l  project  in  the  U.S.  look at  
our  equipment  ins ta l la t ion in  the  U.S.  and to  look a t  opera t ion record?   
We didn ' t  have much money because  we didn ' t  know whether  th is  
market  i s  real  or  not .  
 This  made me th ink i f  by  the  t ime we had the  so-cal led  bi la tera l  
inves tment  fund avai lable ,  tha t  would  be  very  easy because  i t  d idn ' t  
cost  that  much.   But  that  would move the  technology penetra t ion much 
ear l ier .   For tunate ly ,  the  French bid  for  tha t  project  eventual ly  pul led 
out  and Babcock Wilcox got  a  second chance.   By 2003,  November ,  the  
equipment  worked wi thout  any problem.  
 Since  then,  Babcock Wilcox wi th  FGD technology has  prevai led  
in  China ,  and has  become an indust ry  s tandard .   And so  very  recent ly ,  
maybe a  week ago,  China  rea l izes  the  value  and the  cos t  ef fec t iveness  
of  the  U.S.  technology.   China  has  i ssued very  s t r ingent  SOx 
requirements .   I f  you do not  have the  FGD, you wi l l  double  the  
penal ty .   I f  you do have FGD ins ta l led ,  you wi l l  get  .15  cent  RMB in  
addi t ion to  the  cos t ,  whatever  the  regular  power  p lant  gets  on l ine .  
 So I  think th is  i s  a  very  good example  speaking i f  we can do 
something to  faci l i ta te  ear ly  technology penetra t ion wi th  a  jo int  
b i la tera l  inves tment  fund.   
 On the  other  hand,  I 'd  l ike  to  speak a  l i t t le  b i t  on  the  carbon 
sequest ra t ion capture  i ssue  because  I  sense  the  Commiss ion has  a  
s t rong in teres t  to  see  the  ear ly  deployment ,  ear ly  development  of  
carbon sequest ra t ion in  China ,  and I  would  l ike  to  h ighl ight  for  you a  
l i t t le  b i t  on  what  we do now.  
 We have a  project  ca l led  the  Regional  Storage Opportuni t ies  in  
China ,  which has  been working for  one year ,  and we have Bat te l le  
Paci f ic  Nor th  Laboratory .   We have Montana Sta te  Univers i ty  as  the  
U.S.  team.   We have China’s  Tsinghua Univers i ty  as  a  team.   The  
project  i s  to  do economic model ing on the  sources  and s inks  in  China,  



 

 

to  t ry  to  es t imate  the  economic  value  of  the  s torage capaci ty .   China  
fu l ly  supports  that ,  and I  think the  project  wi l l  be  f in ished by July  20,  
2008.  
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 By that  t ime,  I  think a  repor t  wi l l  come out  and that  wi l l  enhance 
Chinese  acceptance  of  carbon sequest ra t ion technology.  
 On the  other  hand,  we a lso  unders tand China real ly  l ikes  our  
regional  par tnership ,  Carbon Sequest ra t ion Par tnership  approach.   So 
there  wi l l  be  two Chinese  sc ient ists  coming to  Montana Sta te  for  the  
RECS 2007.   That ' s  Research Exper ience  in  Carbon Sequest ra t ion--
f rom July  30 to  August  10.   Af ter  that ,  we wi l l  pass  by Richland to  
v is i t  PNL to  cont inue the  work on that  model ing project .  
 We a lso  wi l l  suppor t ,  based on China 's  request ,  the  roadmap to  
share  wi th  them our  exper ience .   How do you develop a  roadmap for  
carbon sequest ra t ion?   Hopeful ly  th is  wi l l  g ive  Chinese  decis ion-
makers  rea l ly  a  roadmap how to  pursue that .  We unders tand one of  the  
major  chal lenges  in  carbon sequest ra t ion is  the  capture  cos ts .   So we 
are  developing a  U.S. -China  jo int  research agenda to  put  the  U.S.  
sc ient is ts  who are  working on reducing the  cos t  of  capture  wi th  the  
Chinese  sc ient is ts  f rom Tsinghua Univers i ty ,  and f rom the  Chinese  
Academy of  Sciences .  
 Hopeful ly ,  th is  jo int  ef for t  wi l l  reduce dupl ica t ion,  enhance the  
communicat ion,  and achieve  the  cos t  reduct ion in  a  much ear l ier  phase .   
As  we know,  Chinese  have lots  of  capable  scient is ts  working at  a  much 
lower  ra te  than our  sc ient is ts .   I f  we can put  a  U.S. -China  team 
together  l ike  that ,  I  th ink we can real ly  enhance the  in te l lec tual  
proper ty  i ssue  and move the  carbon capture  and sequest ra t ion project  
ahead.  
 Again ,  th is  i s  my br ief  summary.   I  look forward to  the  fu ture  
guidance f rom this  Commiss ion,  and suppor t  from this  impor tant  
Commiss ion to  he lp us  to  be  more  ef fec t  to  promote  U.S. -China  energy 
col laborat ions .   
 Thank you very  much.  
[The s ta tement  fo l lows:] 14 
     
 HEARING COCHAIR SHEA:  Thank you very  much,  Dr .  Hsieh.   
Dr .  Pan.  
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14 Click here to read the prepared statement of Dr. S.T. Hsieh 
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DIRECTOR AND SUMPTER PROFESSOR 

INSTITUTE FOR COMBUSTION SCIENCE AND 
ENVIRONMENTAL TECHNOLOGY, WESTERN KENTUCKY 

UNIVERSITY, BOWLING GREEN, KENTUCKY 
  

 DR.  PAN:  Thank you to  the  Commiss ion for  g iving me th is  
oppor tuni ty  to  provide  my tes t imony before  the  U.S.-China Economic 
and Secur i ty  Review Commiss ion.   In  my seven minutes ,  I  would  l ike  
to  highl ight  the  ac t ivi t ies  and potent ia l  impact  of  my c lean coal  
technology work wi th  the  Western  Kentucky Univers i ty  China  
Environmental  Heal th  Project ,  an  in i t ia t ive  that  received major  suppor t  
f rom the  Uni ted  Sta tes  Agency for  Internat ional  Development .  
 The projec t ' s  goal  i s  to  improve publ ic  heal th  in  China  through 
ac t ivi t ies  promot ing access  to  c lean coal  and potable  water  through 
appl ied  scient i f ic  research with  Chinese  univers i ty  par tners .  
 The China  Environmenta l  Heal th  Project  has  three  components :  
c lean coal  technology,  kars t  water  and the  communi ty  outreach 
informat ion disseminat ion.   I  work wi th  Anhui  Univers i ty  of  Science 
and Technology on the  c lean coal  technology components  and Dr .  Chr is  
Groves  a t  Western Kentucky Univers i ty  leads  the  CEHP kars t  water  
ac t ivi t ies  in  par tnership  wi th  Southwest  Univers i ty  of  China .  
 Dr .  Jennifer  Turner  of  the  China  Environmenta l  Forum at  the  
Woodrow Wilson In ternat ional  Center  for  Scholars  in  Washington,  
D.C.  and Ms.  Amel ia  Chung f rom the  Internat ional  Ins t i tute  of  the  
Rural  Reconst ruct ion,  head of  the  communi ty  outreach informat ion 
disseminat ion act iv i t ies .  
 Western  Kentucky Univers i ty  gra teful ly  acknowledges  the 
considerable  suppor t  Uni ted Sta tes  Senator  Mitch McConnel l  of  
Kentucky has  g iven to  our  CEHP work.  
 My ta lk  wi l l  focus  on the  fo l lowing four  points  that  are  deta i led  
in  my wri t ten  tes t imony.   Western  Kentucky Univers i ty  China  
Environmenta l  Heal th  Projec t  i s  f i l l ing an urgent  need in  China  to  
enhance sc ient i f ic  capaci ty  to  accura te ly  measure  coal  emiss ions .   
That ' s  ment ioned in  the  panel  in  the  morning.   
 We speculate  the  mercury  may be  f rom China ,  but  remember ,  
Chinese  government  has  never  re leased any mercury  data  and the  CO2 
data  s ince  2001.  
 So our  projec t  wi l l  enhance  the  sc ient i f ic  capaci ty  to  accurately 
measure  coal  emiss ions  which are  the  leading cause  of  respi ra tory  
i l lnesses  and recurr ing source  of  ecological  harm wi thin  China  and 
beyond.  
 Second,  the  coal  component  of  China  Environmenta l  Heal th  
Project  a ims to  obta in accura te  data on coal- f i red  pol lu t ion emiss ions  
in  Huainan c i ty  in  Anhui  Province .   The key to  success  of  th is  data  

 

 
 
 
  



 

 

col lec t ion is  the  s t rong col laborat ive  par tnership  we have formed wi th  
both  provincia l  and the  local  government  agencies .  
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 The col lec t ion of  th is  informat ion could  not  only  help  promote  
t ransparency on pol lu t ion emiss ion in  China  and suppor t ing new laws 
on environmenta l  informat ion disseminat ions ,  but  a lso  could  generate  
awareness  among pol icymakers  on the  heal th  problems of  coal .  
 The th i rd ,  whi le  the  data  col lec t ion work could  have an 
immediate  impact  on informing pol icymakers  to  take  ac t ion on the  a i r  
problems,  one other  key contr ibut ion to  the China  Environmental  
Heal th  Project  i s  the  t ra ining of  Chinese  researchers  and s tudents  in  a i r  
qual i ty  moni tor ing,  environmental  heal th  surveys  and sampl ing and 
model ing techniques .  
 U.S.  s tudents  a t  Western  Kentucky Univers i ty  are  a lso  benef i t ing 
in  conduct ing research on real  work emiss ion factors  in  China .  
 Number  four ,  beyond data  col lec t ion and t ra in ing,  the  China  
Environmental  Heal th  Project  i s  a lso  explor ing carbon sequest ra t ions  
as  a  way to  help  the  Huainan power  plant  decrease  emiss ions by 
turning them into potent ia l ly  prof i table  and environmenta l ly  safe  
n i t rogen fer t i l izer .  
 I  jus t  re turned from China  yes terday morning.  
 HEARING COCHAIR SHEA:  Thank you for  being here .  
 DR.  PAN:  I  d id  17 t ravel  days  to  Shanghai ,  Huainan,  Bei j ing,  
and Harbin ,  but  I  d id  not  see  any blue  sky days  wi thin  Shanghai ,  
Huainan and Bei j ing.   I  only  saw blue  sky days three  days  when I  was  
in  Harbin  Ci ty ,  which is  nor theas t  of  China .  
 However ,  the  good news is  I  have  been to ld  by Huainan res idents  
they very much enjoy seeing the  whi te  color  snow dur ing winter t ime 
instead of  b lack color  snow for  the  pas t  10-  15 years .   So in  o ther  
words ,  the  c i ty  government  of  Huainan is  t ry ing to  improve the  a i r  
qual i ty  and dur ing my t r ip ,  the  c i ty  government ,  the  deputy  mayor  of  
the  c i ty  wi th  three  d i rectors ,  one f rom the  local  EPA,  one  f rom the  
heal th  depar tment ,  one  f rom the  technology depar tment ,  wi th  three  
power  p lant  managers ,  and the  research f rom the  Anhui  Univers i ty  of  
Science and Technology and myself .   We la id  out  the  work,  how to  do 
the  col laborat ion to  fur ther  improve the  a i r  qual i ty  in  Huainan Ci ty .  
 I  s t rongly  bel ieve  through th is  col laborat ive  project ,  we should  
be  able  to  improve the  a i r  qual i ty  in  Huainan City .   That  concludes  my 
ta lk .  
[The s ta tement  fo l lows:] 15  
   HEARING COCHAIR SHEA:  Thank you,  Dr .  Pan,  apprecia te  
that .   And las t ,  but  not  leas t ,  Mr.  Mudd.  
 

 
15 Click here to read the prepared statement of Dr. Wei-ping Pan 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/wei_ping_pan_document.pdf
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STATEMENT OF MR. MICHAEL J.  MUDD 

CHIEF EXECUTIVE OFFICER, FUTUREGEN ALLIANCE, INC.  
WASHINGTON, D.C.  

 
 MR.  MUDD:  The anchor  man.   Thank you very  much,  and i t ' s  an  
honor  for  me to  be  here  before  you to  share  wi th  you about  the  
FutureGen Project ,  the  foremost  in ternat ional  project  in  the  world  to  
advance technology that  wi l l  enable  coal  to  be  used wi th  vi r tual ly  no  
emiss ions including the  emiss ions  of  CO2.  
 I  have heard  three  recurr ing themes in  hear ing severa l  of  the  
ta lks  today.   The f i rs t  one  is  the  need to  advance technology solut ions  
to  ensure  that  we can serve  the  popula t ion of  China  and the  world  wi th  
c leaner  and c leaner  and more  ef f ic ient  energy.  
 A second theme I  heard  i s  the  need for  in ternat ional  cooperat ion 
to  solve  tha t  problem,  and the  thi rd  one  is  the  sense  of  urgency in  l ight  
of  the  need to  reduce  CO2 emiss ions  and to  serve  the  ever-growing 
demand for  power  in  China ,  in  fac t ,  throughout  the  world .  
 The FutureGen Projec t  i s  a  g lobal  publ ic /pr iva te  par tnership  
formed to  determine the  technical  and economic feas ibi l i ty  of  
generat ing  e lec t r ic i ty  f rom coal  wi th near  zero  emiss ions  inc luding 
CO2.  
 The FutureGen plant  wi l l  cos t  $1.5  bi l l ion to  develop.   I t  wi l l  
use  cut t ing-edge technologies  to  generate  e lect r ic i ty  whi le  captur ing 
and f i rmly s tor ing carbon dioxide  deep beneath  the  ear th .   The 
Depar tment  of  Energy leads  the  publ ic  s ide of  this  pr ivate /publ ic  
par tnership  and provides  project  overs ight .   They chai r  an  in ternat ional  
government  s teer ing group and wi th  fore ign governments  to  help  to  co-
fund the  project .  
 The Depar tment  of  Energy is  co-funding 74 percent  of  the  
project ' s  $1 .5  b i l l ion  cos t .   Current ly ,  the  U.S.  government  i s  in  
d iscuss ions  wi th  the  government  of  China ,  India ,  Korea  and Japan 
about  jo in ing the  government  s ide  of  FutureGen.   Other  governments  
are  l ikely  to  jo in  that  ef for t  soon.  
 The nonprof i t  FutureGen Al l iance  leads  the  pr ivate  s ide  of  the  
par tnership .   I t  i s  responsible  for  projec t  management ,  development  
and co-funding of  26 percent  of  the  projec t  costs .  
 Current ly ,  there  are  12 indust r ia l  companies  who are  members  of  
FutureGen represent ing some of  the  wor ld 's  largest  coal  companies  and 
e lec t r ic  ut i l i t ies  inc luding American Elect r ic  Power ,  Anglo  American,  
BHP Bi l l i ton ,  CHNG, the  China  Huaneng Group,  CONSOL Energy,  
E.ON U.S. ,  Foundat ion Coal ,  PPL Corporat ion,  Rio  Tinto  Energy 
America ,  Peabody Energy,  Southern  Company and Xstrada  Coal .  
 As  a  group,  these  companies  provide  coal  and produce power  to  
tens  of  mi l l ions  of  res ident ia l ,  bus iness  and indust r ia l  people  on s ix  

 

 
 
 
  



 

 

cont inents  including Asia ,  Aust ra l ia ,  Nor th  America ,  South  America ,  
Europe and Afr ica .   U.S.  member  companies  a lone representa t ives ,  a re  
responsible  for  more  than 40 percent  of  the  U.S.  coal  product ion and 
more  than 20 percent  of  the  U.S.  coal  power  generat ion here  in  the  
U.S.  
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 The Al l iance  is  s t ructured as  a  nonprof i t  501(c) (3)  ent i ty  in 
order  to  focus  on technology advancement  ra ther  than prof i t s .   As  a  
resul t ,  the  Al l iance  members  cannot  receive  any di rec t  f inancia l  re turn 
f rom par t ic ipat ion in  FutureGen.   Fur thermore ,  the  members  cannot  
receive  an IP associa ted wi th FutureGen.  
 This  i s  important  because  we want  to  make sure  tha t  the  Al l iance  
focuses  on advancing technology,  not  making money,  not  making 
megawat ts ,  but  advancing technology.  
 The FutureGen,  an  impor tant  goal  of  FutureGen is  to  demonstra te  
and prove successful  and permanent  sequest ra t ion of  carbon dioxide  
through an aggress ive  R&D program.   That ' s  very  impor tant  because  
we ta lk  of ten  about  the  capture  of  CO2.   When i t  comes  to  the  in ject ion 
of  CO2 in  deep geological  format ion,  i t  i s  a  rea l  chal lenge and i t  needs  
to  be  proven.   
 FutureGen wi l l  in tegrate  that  together .   I t  wi l l  a lso  use  
In tegra ted Coal  Gasi f ica t ion Combined Cycle  to  generate  
approximate ly  275 megawat ts  of  power .   This  i s  a  ful l -s ize  p lant  which 
is  once  again  very  important .   I f  we want  to  accelera te  the  
advancement  of  technology by proving i t  a t  a  fu l l  sca le ,  we avoid  s teps  
of  having to  sca le  i t  up  and hence  the  r i sk  of  advanced plants  in  the  
future .  
 Also ,  the  R&D conducted a t  FutureGen wi l l  provide  a  unique 
pla t form for  tes t ing new technologies  in  the  envi ronment .   The 
ul t imate  goal  of  the  Al l iance i s  to  make these  technologies  avai lable  so 
that  c lean coal ,  c lean power  can be  generated and CO2 can be  captured 
in  a  cost -ef fec t ive  way for  fu ture  coal  p lants  in  the  U.S. ,  in  China ,  
India ,  and other  p laces  throughout  the  world .  
 The Al l iance  i s  opera t ing  under  a  very  aggress ive  t ime l ine  in  
order  to  break ground in 2009 and be  in  service  by 2012.   We 've  made  
substant ia l  progress  in  this  area  s ince  we formed a  par tnership in  
December  2005 through s igning of  a  cooperat ive  agreement  wi th  the  
U.S.  Depar tment  of  Energy.   We 've  completed the  conceptual  des ign 
and cost  es t imate  for  the  projec t  and now we are  developing the  des ign 
and speci f icat ion  for  the  major  equipment .  
 We wi l l  begin  buying that  long lead i tems la ter  this  year .   The 
Al l iance  has  a lso  made great  progress  in  se lect ing a  s i te  for  FutureGen.   
In  2006,  we issued a  request  for  proposals  for  par t ies  in teres ted  in  
host ing the  s i te .   Seven s ta tes  responded wi th  12 bids  for  the  s i te .   I t ' s  
in teres t ing.   We of ten hear  of  "not - in-my-  backyard."   This  proved a  



 

 

new concept ,  "bui ld- in-my-backyard ."   Twelve communi t ies  rose  up 
and said  I  want  this  R&D project ,  a  coal  p lant  in  my s ta te ,  wi l l ing  to  
in ject  for  the  f i rs t  t ime over  one  mi l l ion tons  per  year  CO2.   I  th ink 
that ' s  very  exci t ing.   
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 We went  through a  very  extensive  process  wi th  peer  review to 
narrow that  down to  four  s i tes  in  two s ta tes ,  two in  Texas  and two in  
I l l inois .   We expect  to  make a  f inal  decis ion on the  s i te  by the  end of  
th is  year .   In  fac t ,  next  week,  the  Depar tment  of  Energy wi l l  be  
holding i t s  NEPA process  wi th  the  publ ic  hear ings  for  the  
environmenta l  impact  s ta tement .  
 With  that  as  background,  le t  me focus  on some aspects  of  our  
re la t ionship  wi th  the  CHNG.  They are  one of  the  members  of  
FutureGen.   China  Huaneng Group is  one  of  the  top ten  power  
companies  in  the  wor ld ,  the  larges t  coal -based power  genera t ion  
company in  the  People 's  Republ ic  of China ,  represent ing about  n ine  
percent  of  China 's  genera t ing capaci ty .  
 Thei r  involvement  in  FutureGen s ignals  an  exci t ing  s tep  towards 
in ternat ional  cooperat ion  towards  g lobal  energy chal lenges .   I  th ink i t ' s  
very  exci t ing.   They have a  seat  a t  the  board  of  d i rec tors ;  therefore ,  
they par t ic ipate  in  a l l  of  our  board meet ings ,  provide  guidance on the  
technical  and business  d irect ion of  the  Al l iance ,  and vote  on cr i t ica l  
mat ters  of  the  bylaw.  
 As  I  ment ioned,  because  we are  a  501(c)(3)  nonprof i t  ent i ty ,  they 
are  not  receiv ing f inancial  re turn .   They ' re  not  receiv ing IP .   But  the  
indi rect  benef i t s  to  CHNG and other  par t icipat ing companies  are  
s ignif icant .   Some of  them are  f i rs t -hand knowledge in  how to  develop 
the  wor ld 's  f i rs t  near  zero  emiss ion coal - f i red power  plant ;  
oppor tuni t ies  to  develop re la t ionships  wi th  exper ts  in  the  indust ry ,  
inc luding the  o ther  members  of  the  o ther  companies  in  the  Al l iance ,  
equipment  suppl iers  and DOE.   We 've  seen tha t  manifes t  several  t imes .   
A bet ter  unders tanding about  the  operat ion of  the  p lant  including what  
equipment  and sys tems work wel l  and do not  work wel l ,  and improved 
publ ic  percept ion and goodwil l  by  being a  member .  
 I 'd  l ike  to  conclude by shar ing wi th  you some of  my personal  
observat ions  about  our  re la t ionship  wi th  the  par tners  f rom CHNG.   
Fi rs t  of  a l l ,  we had a  board  meet ing in  China  in  ear ly  las t  year .   What  a  
fantast ic  exper ience  for  the  execut ives  of  several  of  the  major  power  
companies  to  vis i t  them.   I t  rea l ly  opened our  eyes  to  the  needs  of  
China  and the  dedicat ion of  the  Chinese  ent i t ies  to  solve  many of  the  
problems that  they have.  
 And as  I  ment ioned,  the  CHNG representat ive  on the  board has  
been an  equal  member .   There  have been cul tura l  d i fferences ,  but  
never theless  when we have the  meet ings ,  they have taken an ac t ive  par t  
jus t  l ike  any other  member .  



 

 

 In  c los ing,  I 'd  l ike  to  say tha t  developing technology-based 
solut ions  to  g lobal  c l imate  change is  an  i ssue  tha t  t ranscends  a l l  
in ternat ional  borders .   The FutureGen Project  has  been successful  in  
creat ing an a l l iance  of  in ternat ional  companies  and governments  who 
are  taking tangible  s teps  to  ensure  that  coal ,  the  most  abundant  foss i l  
fuel  in  the  world  can be  used c leanly  and wi thout  emiss ions .  
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 Projects  such as  FutureGen are  expensive .  There  i s  no  one 
company,  no one government  should  be expected to  develop such a  
projec t  in  a  vacuum.  As the  FutureGen Project  cont inues  down th is  
pathway towards  proving that  zero  emission coal  plants  can be  bui l t  
and opera ted safe ly  and economical ly ,  pr ivate  companies  and 
governments  through the  world  wi l l  be  in  a  bet ter  posi t ion to  repl ica te  
the  technologies  behind FutureGen because  the  U.S.  and fore ign 
governments  and the  members  of  FutureGen are  working together  to  
suppor t  th is  impor tant  project .   I  thank you for  th is  oppor tuni ty  to  
speak before  you.  
[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Michael  J .  Mudd 
Chief  Execut ive  Off icer ,  FutureGen Al l iance,  Inc .  

Washington,  D.C.  
 

I thank the Commission for the opportunity to share with you an example of excellent collaboration with a 
Chinese company, the China Huaneng Group, in the FutureGen project – the foremost project in the world 
to advance technology that will enable coal to be used with virtually no emissions, including the emission 
of carbon dioxide. 
 
The FutureGen Project is a global public-private partnership formed to determine the technical and 
economic feasibility of generating electricity from coal with near-zero emissions, including carbon dioxide 
[CO2].  The FutureGen plant will cost US $1.5 billion to develop. It will use cutting-edge technologies to 
generate electricity while capturing and permanently storing carbon dioxide deep beneath the earth. The 
plant will also produce hydrogen and byproducts for possible use by other industries. 
 

Private-Public Partnership 
The global scale of the energy system and the impact of CO2 emissions make participation by a broad 
cross-section of international industrial, government, and other stakeholders a key requirement in 
developing strategies to reduce CO2 emissions from the energy sector.  For this reason FutureGen is being 
conducted through an international public-private partnership.  The DOE leads the public side of the 
partnership and provides project oversight, chairs the intergovernmental steering committee, and with 
foreign governments, co-funds the project.  The DOE is co-funding 74% of the project’s $1.5-billion cost.  
Currently, the governments of China, India and South Korea participate and co-fund the project with DOE.  
Other governments are likely to join the effort soon. The non-profit FutureGen Alliance (the Alliance) 
leads the private side of the partnership and is responsible for project management, implementation and co-
funding 26% of the project cost.   
 
Currently, there are 12 industrial companies who are members of the Alliance, representing some of the 
world's largest coal companies and electric utilities including: American Electric Power, Anglo American, 



 

 

BHP Billiton, the China Huaneng Group, CONSOL Energy Inc., E.ON U.S., Foundation Coal, PPL 
Corporation, Rio Tinto Energy America, Peabody Energy, Southern Company, and Xstrata Coal.  As a 
group, these companies provide coal and produce electricity provide energy to tens of millions of 
residential, business, and industrial customers on six continents including Asia, Australia, North America, 
South America, Europe, and Africa.  U.S. member companies are responsible for more than 40% of the 
U.S. coal production and more than 20% of U.S. coal-fueled power generation capacity. 
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The Alliance is structured as a non-profit (501(c)(3)) organization in order to focus on technology 
advancement rather than profits. Alliance members contributing to the project do not receive any direct 
financial returns from participation in FutureGen. All revenue from the sale of power or any marketable 
byproducts will be returned to the non-profit entity, not the individual members, to support continued 
operations, research and development. This arrangement enables the Alliance members to focus on 
developing innovative approaches to generating electricity from coal in a cleaner way than ever envisioned. 
The non-profit structure will enable the Alliance to take more risk in experimenting with advanced 
technologies than would be the case if traditional measures of financial return were considered. 
 

The strategic importance of coal 
Coal is currently the world’s leading fuel for electricity generation, and its use is projected to double by 
2030.  Within the United States, coal now fuels more than half of electricity generation.  Coal is the major 
fuel for fast-growing economies such as China.  Climate change and other energy concerns have created a 
pressing need to move coal-to-energy technologies onto a development pathway toward near-zero 
emissions.  FutureGen, with its goal of demonstrating proving successful, permanent sequestration of CO2 
through its aggressive R&D program, is a linchpin of that pathway. The FutureGen plant and its 
operational performance will provide the basis for a new generation of reliable, near-emissions free, coal-
fueled power plants that can compete economically with other generation technologies in a carbo
c
 

The FutureGen Project 
FutureGen will be the first plant in the world to integrate coal gasification, electricity generation, emissions 
control, carbon dioxide capture and storage, and hydrogen production technologies. The 257-MW 
(nominal) FutureGen plant will use Integrated Gasification Combined Cycle (IGCC) technology, which 
will convert the solid energy in the coal into synthesis gas comprised of mostly hydrogen and carbon 
monoxide. The synthesis gas will react with steam to produce additional hydrogen and a concentrated 
stream of CO2.  Hydrogen captured at the end of the gasification process will be used primarily to power 
turbines that will generate electricity. Additionally, hydrogen could be used in fuel cells, a combustion 
turbine and other hydrogen-based technologies. An important goal for the FutureGen plant is to capture 90 
percent of the CO2 and sequester over one-million tons of CO2 annually   Deep saline formations, at depths 
greater than 3000 feet, are the target formation for CO2 storage. DOE and the Alliance are interested in 
these formations because of the abundance of such formations throughout th
te
 
While CO2 storage in depleted oil wells has been widely used for enhanced oil recovery (EOR) since the 
1970s – and is well understood – EOR opportunities are much less prevalent than deep saline formations. 
Because the Alliance wants to ensure that FutureGen is broadly replicable around the U.S. and the worl
is 2
 
The R&D conducted at the FutureGen facility will provide a unique platform for testing new technologies 
in a commercial-scale environment.  The Alliance’s ultimate goal is to make these technologies 
commercially available so that clean power can be generated and CO2 c
st



 

 

 
Siting and building any power plant is a major undertaking that requires design, permitting and 
construction. The Alliance is operating under an aggressive timeline in order to break ground in 2009 and 
be operational in 2012.  Substantial progress has been made since the public-private partnership was 
formalized on December 3, 2005 through the signing of a Cooperative Agreement by DOE and the 
Alliance.  The FutureGen Alliance has completed the conceptual design and cost estimate for the project 
and is currently developing the design and specification for the major equipment. We will begin the 
procurement of long-lead items this summer.  The Alliance has also made great progress in selecting the 
site for FutureGen. In 2006, the Alliance issued a Request for Proposals for parties interested in hosting the 
FutureGen plant, which seven states responded to with 12 proposals. A team of renowned U.S. and 
international scientists and engineers reviewed the proposals against a set of nearly 100 peer-reviewed, 
publicly-vetted criteria. These criteria reflected the environmental, technical, regulatory, and financial goals 
of the project. Based on a thorough evaluation, the FutureGen Alliance selected four candidate sites for 
further review, two in Illinois and two in Texas.  The Alliance is supporting the Department of Energy in 
the Environmental Impact Statement as part of the 
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National Energy Policy Act (NEPA) process, and will 
lect the site for project deployment in late 2007.   

 

as the world's third-largest coal reserve base and uses coal to generate about 70 
ercent of its electricity. 

 business direction of the Alliance, 
nd vote on critical matters in accordance with the Alliance by-laws. 

f membership 
: 

in the industry, including other Alliance 

peration of the facility, including what equipment and systems 

 emission of CO2 into the atmosphere while continuing to use low-cost and 
abundant coal. 

 sharing with you some personal observations about our relationship with our 
artners from CHNG: 

tant 
need for the Chinese energy industry to find ways to use coal more cleanly and economically. 

se
 

The China Huaneng Group 
The China Huaneng Group (CHNG) is one of the charter members of the Alliance.  China Huaneng Group 
is one of the top ten power companies in the world and is the largest coal-based power generator in the 
People's Republic of China, representing about nine percent of China's generating capacity. The Huaneng 
Group's involvement in FutureGen signals an exciting step forward in international cooperation to meet 
long-term global energy challenges, promote a cleaner environment, and create solutions to address 
concerns about climate change. The involvement of China’s largest coal-based generator is significant 
considering that China h
p
 
As a member of the Alliance, the CHNG has a seat at the Board of Directors. This enables CHNG to 
participate in all Board meetings, provide guidance on the technical and
a
 
Because the Alliance is a non-profit (501(c)(3)) organization, Alliance members are not entitled to receive 
financial return or intellectual property associated with the project.  However, the benefits o
to CHNG and other participating companies are significant.  Some of those benefits include

• First-hand knowledge in the development of the world’s first near-zero coal plant 
• Opportunities to develop relationships with experts 

members and equipment suppliers, and DOE officials 
• Better understanding about the o

work well and do not work well 
• Improved public perception / good will from providing financial support to technology solutions 

towards reducing

 
I would like to conclude by
p
 

• CHNG invited the Alliance members to conduct a Board meeting in China, and we took advantage 
of that offer in February 2006.  The visit, which also included the opportunity to meet with several 
Government officials and Chinese R&D firms and to visit a Chinese gasifier, provided significant 
insight to Alliance Directors about the immense growth in China and the desire and impor
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 The CHNG representative on the Board has contributed as an equal Board member despite cultural 

differences, and his contributions to our deliberations have been meaningful. 
 
 In closing, I would like to say that developing technology-based solutions to global climate change is an 
issue that transcends all international borders.  The FutureGen project has been successful in creating an 
Alliance of international companies and governments who are taking tangible steps to ensure that coal, the 
most abundant and secure fossil fuel in the world, can be used cleanly and efficiently.  Projects such as 
FutureGen are expensive.  No one company, or government, should be expected to develop such a project 
in a vacuum.  As the FutureGen project continues down its pathway towards proving that near-zero 
emission coal plants can be built and operated safely, economically, and in an environmental compatible 
manner, private companies and governments throughout the world will be in a better position to replicate 
the technologies behind FutureGen because U.S. and foreign governments and the Alliance members 
collaborated in supporting this important project. 
 
I thank you for this opportunity to speak before you, and I welcome the opportunity to respond to any 
questions. 
 

PANEL X:  Discuss ion,  Quest ions  and Answers  
   

 HEARING COCHAIR SHEA:  Thank you very  much,  Mr.  Mudd.   
I ' l l  s ta r t  off  wi th  a  quest ion  or  two.   Dr .  Pan,  I  want  to  make sure  I  
unders tood you correct ly .   Do the  Chinese  off ic ia ls  not  col lec t  
environmenta l  impact  informat ion or  do they col lec t  i t  and not  make i t  
publ ic ly  avai lable  or  t ransparent?  
 DR.  PAN:  The Chinese  government  d id col lec t  some of  the  
informat ion,  but  d id  not  release  the  informat ion.   For  example ,  in  the  
mercury  and CO2,  we have not  read any data  on the  mercury  and CO2 
from China  af ter  2001.  
 HEARING COCHAIR SHEA:  So when you ' re  involved in  
col laborat ive  effor ts  to  ass is t  them,  how do you help them when you 
don ' t  know what  the  basel ine  is ,  in  the  sor t  of  void  of  informat ion? 
 DR.  PAN:   That  has  severa l  answers  on that .   F i rs t ,  regarding the  
basel ine ,  when we see  the  a i r  pol lu t ion,  l ike  Dr .  Hsieh ment ioned the  
FGD system,  l ike  we went  to  this  t r ip  and one  company had an old  uni t  
wi thout  FGD, but  they are  now planning to  se t  up new FGD next  year .   
(The new FGD is  under  const ruct ion. )  
 We are  col lec t ing data  wi thout  FGD so we know the  basel ine ,  
and then af ter  the  new FGD is  ins ta l led ,  next  year ,  then we can 
measure  again  for  the  SO2 emiss ions .   That 's  on the  aspect  of  SO2.   
But  on the  aspect  of  mercury,  l ike  you ment ioned in  your  quest ion in  
the  morning,  ac tual ly  China  there  i s  no mercury data  avai lable  in  
China .   CO2,  yes .   They have measured CO2.  
 HEARING COCHAIR SHEA:  No mercury publ ic ly  avai lable  or  
no mercury informat ion col lec ted?  
 DR.  PAN:  Actual ly  no accurate  mercury  measurement  has  been 
done in  China .   The Uni ted  Sta tes  jus t  se t  up the  c lean a i r  regula t ion 
on mercury las t  year ,  and we s tar t  to  regula te  mercury by 2009.   China  



 

 

s t i l l  used the  wet  method and we don ' t  know how accurate  i t  i s ,  and the  
informat ion we have on a l l  th is  mercury  coming f rom China  is  jus t  
based on the  ca lcula t ion of  how much mercury  in  the  coal  t imes  how 
much mercury  consumpt ion in  China .   That ' s  so  you can see  the  data  
(Chinese  mercury range between 200 tons  to  14,000 tons .  
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 In  the  Uni ted  Sta tes ,  coal - f i red  power  p lant  only  genera ted 48 
tons  in  the  year  of  1999,  and then based on new regula t ions ,  Uni ted 
Sta tes  should  reduce down to  70 percent  which by the  year  2018 would 
be  reached a t  around 13 tons .   So that ' s  what  we ' re  t rying to  help  the  
Chinese  local  government  do to  set  up the  mercury measurement  
sys tem,  and then to  obta in  accura te  data  as  to  how much mercury is  
ac tual ly  emit ted .  
 HEARING COCHAIR SHEA:  I  see .   Dr .  Hsieh.  
 DR.  HSIEH:  Yes .   In  terms of  mercury  data ,  I  jus t  wish  to  add a  
l i t t le  bi t .   Under  the  DOE and the  MOST Clean Foss i l  Energy Protocol ,  
about  two years  ago we s tar t  to  help  Zhej iang Univers i ty  for  the  f i rs t  
t ime to  do some measurements  wi th in  one  power  p lant .   So that ' s  the  
enhancing their  capaci ty ,  and we are  going to  have  a  workshop la ter  
th is  year .   Hopeful ly  Zhej iang wi l l  present  i t s  methodology to  o ther  
Chinese  power  plants .   Hopeful ly ,  this  way,  we can s tar t  to  ge t  more 
accura te  data .  
 HEARING COCHAIR SHEA:  I  see .   Both  of  you,  and I  have a  
quick quest ion for  Mr.  Mudd,  but  both  of  you have a  t remendous  
amount  of  exper ience  working wi th regional ,  local ,  provincia l  
off ic ia ls ,  sc ient is ts  in  China.   You jus t  came back f rom a  17-day t r ip ,  
God bless  you for  being here .   What  regions  of  China  do you consider  
to  be  most  envi ronmenta l ly  progressive?   And what  causes  people  a t  
the  regional  and provincial  level  in  China  to  take  a  leadership  ro le  in  
addressing environmenta l  i ssues?   What  i s  the  mix of  fac tors  tha t  leads  
them to  take  a  lead  in  the  problem? 
 DR.  HSIEH:  Okay.   My sense  i s  in  the  coasta l  region because  of  
the  economic  development ,  most  of  the  local  governors ,  mayors ,  even 
county  off ic ia ls  are  very  sens i t ive  or  more  sens i t ive  to  environment  
i ssues .   For  example ,  Bei j ing 's  a ir  qual i ty  requirement ,  as  far  as  I  
know,  is  more  s t r ingent  than Phi ladelphia ,  but  look a t  Dr .  Pan 's  t r ip 
and my t r ip ,  I  jus t  came back f rom China  on June 6 ,  and not  much--  
 HEARING COCHAIR SHEA:  Difference  between a  s tandard and 
enforcement .  
 DR.  HSIEH:  Enforcement .  
 HEARING COCHAIR SHEA:  Right .   Right .   Dr .  Pan? 
 DR.  PAN:  I  jus t  want  to  fo l low up Dr .  Hsieh,  he  ment ioned the  
regula t ion and the  enforcement ,  and a l though China indicates  i t  has  se t  
up a  regula t ion,  a l l  the  new power  plants  require  a  FGD system,  but  
some power  p lants  have an  FGD, but  they never  buy the  l imestone.   In  



 

 

other  words ,  they never  use  i t .   So  that  depends  on the  local  
enforcement .   Also this  the  morning i t  was  indicated the  Chinese  SEPA 
just  se t  out  the  s ix  regional  EPA moni tor ing off ices .   I  think tha t  wi l l  
be  a  help  in  moni tor ing actual  SO2 emiss ions  and a lso  o ther  emiss ions  
s tuff .  
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 And I  bel ieve  based on our  col laborat ion,  we need to  involve  the  
c i ty  government ,  local  government ,  a l l  the  people .   The most  impor tant  
i s ,  l ike  mercury ,  they don ' t  have an  idea  how to make accurate  
measurement ,  and then we in t roduced the  measurement  sys tem which 
we have in  the  Uni ted  Sta tes .   They (Huainan)  are  happy to  put  i t  in  
the  budget  for  the  year  2009 to  buy a  cont inuous  moni tor ing sys tem,  to  
ac tual ly  measure  the  mercury .  
 HEARING COCHAIR SHEA:  Thank you.   My quest ion per iod is  
over .   Madam Chair .  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much,  and 
thank you,  gent lemen,  for  your  tes t imony today.   Dr .  Hsieh,  I  was  
going to  note  that  I  unders tand that  you had jus t  come back f rom 
China ,  too ,  so we are  par t icular ly  pleased that  you ' re  both here .   I  want  
to  thank the  members  of  our  audience  for  s i t t ing here .   This  has  been a  
marathon hear ing.   We don ' t  usual ly  for  two ful l  days  wi th  our  
hear ings ,  but  i t  i s ,  I  think,  a  tes tament  to  the  impor tance  of  th is  i ssue  
that  we have done that .  
 As  a  nonscient is t ,  i t ' s  been a  rather  in tens ive  seminar  for  me,  and 
I 'm beginning to  th ink I  should  get  some sor t  of  sc ient i f ic  cont inuing 
educat ion credi t  for  a l l  of  th is ,  but  nonetheless ,  we ' re  very  
apprecia t ive  of  everything that  you have a l l  done for  us .  
 In  some ways ,  the  levels  of  col laborat ion that  you a l l  work on 
are  qui te  d i f ferent .   Mr.  Mudd,  you ' re  a t  a  ra ther  h igh level .   Dr .  
Hsieh,  h igh level  of  univers i ty  contacts ,  and Dr .  Pan,  a  more  local - to-
local .   How can these  three  di f ferent  types  of  cooperat ion help  to  
determine bes t  pract ices ,  and how can we use  the  lessons  that  you are  
learning in  a l l  of  th is  to address  what  Mr.  Sie  ta lked about  in  the  panel  
before  yours ,  which is  now do we take  demonstra t ion projects ,  and take  
them to  sca le?  I ' l l  add one  more  point  on that .   How do we weave the  
d i f ferent  k inds  of  ef for ts  tha t  you al l  a re  doing into  some sor t  of  ne t ,  
so  tha t  we ' re  not  dupl ica t ing projects ,  redoing the  same th ings ,  but  
s tar t  put t ing together  comprehensive  work f rom which we benef i t  and 
f rom which the  Chinese  government  benef i t s ,  the  Chinese  people  and 
the  people  of  the  U.S.?  
 MR.  MUDD:  We need a  por t fol io  of  a l l  three .   The concept  f rom 
the  lab  to  the  commercia l  p lant  i s  l ike  a  b ig  funnel .   Okay.   A big  
funnel  a t  the  beginning f rom the  lab ,  smal l  hole  a t  the  bot tom with  
those  projec ts  tha t  make i t ,  and one must  a lways  recognize  the  need to  
keep fundamenta l  R&D, pi lo t  p lant ,  demonstra t ion,  commercia l  p lants ,  



 

 

one needs  a  robust  por t fo l io  of  a l l  of  them.  
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 So I  th ink the  f i rs t  lesson is  look for  oppor tuni t ies  to  col laborate  
on a l l  levels .   Another  ques t ion about  how to  avoid  dupl ica t ion is  not  
necessar i ly--somet imes  dupl ica t ion is  good ra ther  than bad.   For  
example ,  in  China ,  s ince  FutureGen was  formed,  a  s imi lar  project  
ca l led  “GreenGen” has  been announced.   There  have been many other  
projects  that  have been announced throughout  the  world .   Aust ra l ia  has  
some.   Europe has  some.    GreenGen,  some say,  i t ' s  in  compet i t ion  
wi th  FutureGen,  but  the  opposi te  i s  i t  complements  FutureGen.   We 
real ly  need many large  demonstra t ion projects  and R&D projects  to  
advance carbon capture ,  carbon sequest ra t ion,  and IGCC in  order  to  get  
more  var ied  exper ience ,  d i f ferences  here  and there  and also  repl icat ion  
to  br ing the  cos t  down.  
 The cos t  hurdle  for  the  f i rs t  couple  of  p lants  i s  h igh.   The more  
you bui ld ,  in  genera l ,  the  more  i t  comes down.   I  th ink what  we want  
to  look for  i s  appropr ia te  dupl ica t ion in  order  to f ind ways  to  
coopera te  in  a l l  three  and ensure  that  you don ' t  have compet i t ion 
between the  lab  demonstra t ion and commercia l iza t ion nor  compet i t ion 
between the  countr ies  and the  projects ,  but  ways  to  fund a l l  of  them.  
 DR.  HSIEH:  In  terms of  coordinat ion,  maybe I  can share  wi th  
you a  l i t t le  b i t  more  on the  opera t ional  s ide  of  the  Clean Foss i l  Energy 
Protocol ,  which I  am most  fami l iar  wi th .   I  th ink the  s t ructure  may 
provide  some good example .  
 For  example ,  the  protocol  was  s igned by the  Vice  Minis ter  of  
Minis t ry  of  Science  and Technology wi th  Assis tant  Secre tary  of  Foss i l  
Energy,  DOE,  and they are  two very busy people .   But  we se t  up a  
permanent  working group which has  a  secre tar ia t  which is  a  l i t t le  
below and are  communicat ing constant ly .   That ' s  on  the  depar tment  
level  in  the  Off ice  of  Clean Energy Col laborat ion.  That 's  the  Foss i l  
Energy Off ice  and the  Depar tment  of  Indust ry  High Tech 
indust r ia l iza t ion is  the  off ice  for  communicat ion.  
 Then under  that  protocol  wi th  this  leading group or  permanent  
working group,  we have annexes;  d i f ferent  projects  have di f ferent  
annexes .   Annex 1  for  c lean power  genera t ion,  IGCC and advanced 
genera t ion.   Annex 2 ,  tha t ' s  c lean t ransporta t ion  fuel ,  the  coal  to  
l iquids .   Annex 3 ,  o i l  and gas .  Annex 4 ,  environmental  control  
technology,  post -combust ion,  FGD.  Annex 5 ,  c l imate  change.  
 I  think wi th  tha t  kind of  s t ructure ,  a t  leas t  wi th in  fossi l  fue ls ,  
i t ' s  c lear ly  la id  out .   Each annex has  annex coordinator .   Each project  
in  the annex wi l l  report  to  the  annex coordinator .   The annex 
coordinator  corresponds  wi th  the  Secre tar ia t ,  then repor ts  to  the  Vice  
Minis ter  Ass is tant  of  Foss i l  Energy.  
 Every year ,  there 's  a  large  group meet ing.  Every two years ,  
there 's  an  expanded conference/workshop,  jus t  put  a l l  the  annex 



 

 

coordinators  repor t ing a l l  the  projects .   I  th ink maybe the  federa l  
government  should  take  leadership in  looking a t  each of  the  
components  for  renewable  energy eff ic iency,  for  nuclear .   Each has  a  
k ind of  ca tegory,  somebody to  oversee  that .   That  could  avoid  lo ts  of  
compl ica t ion.    
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 DR.  PAN:  I  only  can speak on our project .  I  be l ieve  the  Uni ted 
Sta tes  Agency for  In ternat ional  Development  Off ice  has  a  very  good 
idea .   At  the  beginning,  we proposed f ive  s i tes  including Bei j ing,  
Shanghai ,  inc luding a l l  the  famous univers i t ies  l ike  Tsinghua,  Zhej iang 
Univers i ty ,  a l l  th is .   But  in  the  end,  the  USAID decided we have to 
p ick  up Huainan Ci ty ,  and the  reason why Huainan Ci ty  was  because  
Huainan produced ten  percent  of  the  coal  in  China  and then used ten 
mi l l ion tons  of  coal  per  year ,  and in  the  next  ten  years  wi l l  use  20 
mi l l ion tons  of  coal  for  e lect r ic i ty  generat ion .  
 I  only  can speak for  the  project .   I  be l ieve  USAID has  a  very  
good background in  China  of  what ' s  going on,  so  that  i s  why,  I  know 
we proposed the  f ive  new s i tes  a t  the  beginning,  but  then USAID only  
picked up the  one s i te  which is  Huainan Ci ty .   So that ' s  f rom our  
exper ience .  
 HEARING COCHAIR SHEA:  Thank you.   Commiss ioner  
Videnieks ,  quest ion?  
 HEARING COCHAIR VIDENIEKS:   Mr.  Mudd,  a  quest ion.   I  
th ink you ment ioned that  the  FutureGen plant  wi l l  be ,  const ruct ion wi l l  
begin  in  '09  and maybe complet ion wi l l  be  in  2012.  
 Along those  l ines ,  my quest ion of  cont inui ty  comes up.   Are  we 
convincing other  governments  that  our  government  wi l l  s tand 
cont inuously behind the  project  through i t s  const ruct ion and poss ibly  
even data  generat ion,  and get  a  cooperat ive  ef for t  out  of  i t .  
 My quest ion is  a lso  i f  DOE is  i ssuing the  contract ,  and I  guess  
American money is  funding th is  th ing par t ia l ly ,  what  about  data  r ights?   
Unl imi ted?   Wil l  U.S.  government  fund the  contrac ts?   Usual ly  we 
have unl imi ted  data  r ights  c lauses  in  there ,  which enable  us  to  give  the  
data  to  whomever  for  f ree .  
 I 'm jus t  quest ioning whether  this  wi l l  be  the  case  here .   The 
o ther  thing i s  I  looked at  an  MIT s tudy jus t  recent ly  where  the  number  
of  s i tes ,  the  s ize  was  ment ioned to  be  commercia l  in  s ize ,  had to  be  
commercia l ly-- that  was  to  take  care  of  cer ta in  s t resses  underground 
and so  for th ,  sequest ra t ion,  and a lso  they ment ioned l ike  ten  to  13 
s i tes .   So my quest ion is  then wi l l  FutureGen being one exper iment ,  
one  technology?  How does  that  re late  to  the  MIT recommendat ions  of  
having ten  to  13 and not  to  make the  choice  on technology now,  but  
maybe to  look a t  several  technologies  to  see  which one wi l l  be  the  
bes t?  
 So that ' s  k ind of  a  genera l  quest ion.   The f i rs t  ques t ion is  



 

 

regarding the  cont inui ty  assurances  that  we can give  to  o ther  
governments ;  then maybe the  ques t ion of  one plan versus  13;  and then 
data  r ights .  
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 MR.  MUDD:  Thank you,  Commiss ioner .   I t  i s  an  i ssue  wi th  
respect  to  the  funding of  the  U.S.  government .   As  I 'm sure  you know,  
the  government  appropr ia tes  money on a  year-by-year  bas is ,  and we 
have our  board  meet ings .   A common theme that  comes up from many 
of  the  fore ign governments  and especia l ly  the  Chinese  i s  thei r  bigges t  
worry  is  wi l l  the  U.S.  government  s tand behind i t s  commitment  to  
cont inue to  fund?  
 As you know probably  bet ter  than me in  th is  c i ty ,  i t ' s  a lways  an  
issue  when you have a  la rge  project ,  you become a  target .   And there  
are  some in  the  government  tha t  unders tand the  impor tance  of  coal .   
Others  would  see  l imi ted  R&D funds  spent  e lsewhere .  
 We a lso  have to  confront  once again  the  year  to  year  
appropr ia t ion,  and then we a lso  are  get t ing s ignals  f rom the  U.S.  
Depar tment  of  Energy want ing to  renegot ia t ion the  projec t .   The cost  
has  gone up,  but  the  cost  has  gone up for  a l l  p lants .  
 And that  has  caused angst  amongst  many of  our  fore ign par tners ,  
especia l ly  the  Chinese ,  who bel ieve  once  you s ign an amount ,  you ' re  
expected to  have to  commit  tha t  amount .   And i f  you have a  deal  wi th  
the  government  you ' re  expected to  commit  to  that .  
 So we are  concerned about  the  s ignals  f rom the  government  that  
the  or ig inal  deal  may be  need to  be  renegot ia ted ,  as  you heard  f rom 
some people  in  the  Depar tment  of  Energy.   This  uncer ta inty  could 
cause  some of  our  fore ign par tners- - they said they would have to  
reconsider  thei r  involvement  in  FutureGen i f  the  government  cannot  
s tand behind i t s  or ig inal  commitment .  
 So that  i s  something that  I  th ink wi th these  type  of  cooperat ive  
programs needs  to  be  looked a t .    
 With  respect  to  da ta  r ights ,  as  I  ment ioned,  the  Al l iance  i t se l f  
cannot  provide  any data  r ights  to  member  companies .   So therefore  
we 've  addressed concerns  about  i ssues  associa ted  wi th   providing IP to  
the  member  companies .   I t ' s  one  of  the  reasons  we set  up  as  a  501(c)(3)  
to  make i t  eas ier .   Therefore ,  I  think we want  to  look a t  the  data  r ights  
on the  same l ine  as  the  Depar tment  of  Energy sponsors  the  Clean Coal  
Technology Program or  the  Clean Coal  Power  In i t ia t ive  Program.  
 In  a  nutshel l ,  the  concept  i s  i f  we le t  the  IP res ide  wi thin  the  
equipment  suppl iers ,  they ' re  in  the  bes t  posi t ion to  commercia l ize  the  
technology.   I f  the  user  who wi l l  bui ld  the  p lant  can learn  how to  
speci fy  a  bet ter  p lant  through a  project  l ike  FutureGen,  the  user  
speci f ies  a  be t ter  p lant ,  the  suppl iers  bui lds  a  bet ter  p lant ,  the  
customers  get  lower  cost  e lect r ic i ty  and c leaner  power  out  of  that .  
 So in  a  nutshel l ,  tha t ' s  i t ,  but  I ' l l  be  g lad to  go into  more  depth  



 

 

with  you in  the  fu ture .   With  respect  to  the  MIT s tudy,  and i t ' s  
in teres t ing,  the  MIT s tudy has  some excel lent  points ,  but  I  th ink they 
have missed the  point  wi th  some of  the  comments  they 've  made about  
FutureGen,  but  speci f ic  to  your  quest ion about  the  need for  ten  to  13 
s i tes ,  I  was  a t  na t ional  coal - -  
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 HEARING COCHAIR VIDENIEKS:   And large  commercia l ly--  
 MR.  MUDD:  Large  s i tes .   I  was  a t  a  Nat ional  Coal  Counci l  
meet ing las t  week when John Deutsch,  one  of  the  authors ,  ta lked,  and 
someone asked him,  how much do you th ink i t ' s  going to  cos t  for  each 
of  these  ten  to  13 s i tes ,  jus t  to  buy the  CO2 and in jec t  i t  i f  you just  
buy i t?   He says  about  $800 mil l ion  per  s i te .   So we can spend $800 
mi l l ion  to  buy CO2 on the  market  for  ten  to  13 s i tes  or  we can spend 
the  $1.5  bi l l ion in  FutureGen to  a t  leas t  provide  the  Integrated 
In jec t ion of  CO2.   We need more  than one  FutureGen clear ly ,  but  wi th 
budget  const ra in ts ,  a t  leas t  FutureGen is  ty ing i t  a l l  together  and doing 
i t  in  an  in tegra ted  fashion.  
 HEARING COCHAIR VIDENIEKS:   Thank you.   Maybe the  o ther  
gent lemen want  to  comment  on the  quest ion of  choosing a  technology 
up f ront .  
 DR.  HSIEH:  I  th ink f rom my exper ience  working wi th  Chinese ,  
whether  the  centra l  government  i s  ef f ic ient  or  not  as  we heard  f rom the  
o ther  tes t imony,  I  th ink thei r  mind-se t  i s  pre t ty  much s t i l l  in  
centra l ized planning.   So they wi l l  go  through thei r  cycle  of  in ternal  
d iscuss ion.   Once they make thei r  p lan l ike  the  act ion  plan  in  the  just  
re leased on June 4,  they out l ine  wi thin  the  next  f ive  to  ten years  what  
they are  going to  do.  
 As  Mr.  Mudd jus t  sa id ,  f rom Chinese  point  of  v iew,  that ' s  the i r  
decis ion.   They won ' t  sway f rom that  very  much.   So they probably  
operate  qui te  d i f ferent  f rom ours .  
 HEARING COCHAIR VIDENIEKS:   Dr .  Pan.  
 DR.  PAN:  As  I  ment ioned in  my tes t imony,  we provide  the  
second choice  of  how to  capture  the  CO2,  and then a l l  the  panels  today 
ment ioned the  s torage ,  the  CO2 in  the  deep ocean or  the  opened mine.   
That ' s  one  of  the  methods .   And we provide  another  method which the  
method a l ready sponsored by the  Depar tment  of  Energy to  change the  
CO2 to  ni t rogen fer t i l izer ,  but  we cannot ,  s ince  China has  340,000 
megawat ts  of  exis t ing e lec t r ic i ty  power  p lant  a l ready.   They cannot  
change al l  this  to  IGCC.   Then what  happens to  the  CO2 emiss ions  
f rom al l  the  power  p lants .   Therefore  we provide  a  second method to  
use  the  CO2 conver ted  to  the  ammonia  bicarbonate  as  n i t rogen 
fer t i l izer ,  which a t  leas t  provides  a  second choice  for  the  user .  
 We are  a lso  t ry ing to  explore  the  poss ibi l i ty  for  addi t ional  
funding to  do th is .  The or ig inal  funding was  suppor ted  by the  
Depar tment  of  Energy to  Western  Kentucky Univers i ty .  
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 HEARING COCHAIR VIDENIEKS:   Mr.  Mudd,  I  d idn ' t  qui te  
unders tand--  
 HEARING COCHAIR SHEA:  Pete ,  we have to  move--  
 HEARING COCHAIR VIDENIEKS:   Okay.   F ine .   The data  r ights  
i ssue  I  d idn ' t  qui te  unders tand i t ,  who has  the  u l t imate  data  r ights?  
 HEARING COCHAIR SHEA:  Okay.   We ' l l  answer  tha t - -  
 COMMISSIONER FIEDLER:  I  actual ly  was  going to  ask  a  
s imi lar  ques t ion.   I  don ' t  phrase  i t  as  data  r ights  in  the  fo l lowing 
sense .   Let  me jus t  ask  a  quest ion whether  or  not  the  FutureGen plant  
wi l l  e i ther  develop or  ref ine  exis t ing technology,  new technology 
and/or  ref ined fur the r  exis t ing technology.  
 MR.  MUDD:  The answer  i s  yes  and yes .  
 COMMISSIONER FIEDLER:  Okay.   So there 's  something new 
coming out  of  i t  in  any event .   Who's  going to  own i t?   
 MR.  MUDD:  The Al l iance  i t se l f  does  not  have the  inventors  to  
invent  new technology.   We are  a  p la t form for  equipment  suppl iers  and 
researchers  to  apply  thei r  technology to  the  FutureGen plant .  
 So I  buy a  turbine  f rom you,  a  gas i fer  f rom you,  a  new widget  
f rom you,  FutureGen is  the  oppor tuni ty  to  be  able  to  tes t  a l l  of  your  
new components ,  technologies  and widgets .  
 COMMISSIONER FIEDLER:  Okay.  
 MR.  MUDD:  In  the  p lant .   You s t i l l  own the IP.   And you can go 
and se l l  i t .  
 COMMISSIONER FIEDLER:  Al l  of  your  suppl iers  and a l l  the 
input  in to the  p lant ,  the  IP  remains  wi th  whoever  put  i t  in  there .  
 MR.  MUDD:  Exact ly .  
 COMMISSIONER FIEDLER:  And the  value added to  tha t  
technology by th is  process  remains  wi th  them? 
 MR.  MUDD:  That ' s  correct .   Now,  the  FutureGen Al l iance  now 
unders tands  how this  component  in ter faces  wi th  that  component ,  a l l  
the  t ime constants  and the  in terre la t ionships .   We wi l l  take  that  and 
share  that  wi th  the  wor ld .  
 COMMISSIONER FIEDLER:  Right .  
 MR.  MUDD:  Because  that  i s  so  invaluable .  
 COMMISSIONER FIEDLER:  And then  I  as  a  cus tomer  who want  
to  bui ld  a  plant ,  I  now understand that  this  way is ,  wel l ,  i f  Pete 's  
second,  th i rd  and four th p lants  get  bui l t ,  then I ' l l  be  able  to  compare  
the f i rs t ,  second,  th i rd  and four th 's  exper ience  to  see  which one  i s  the  
most  ef f ic ient .   I s  that  r ight?    
 MR.  MUDD:  That 's  r ight .  
 COMMISSIONER FIEDLER:  I  jus t  want  to  make sure  that  I  
c lear ly  unders tand what  the  project  does ,  and I  do unders tand the  
incent ive  for- - therefore  why a l l  these  o ther  companies  are  par t ic ipat ing 



 

 

in  i t  because  they don ' t  want  to  spend that  money up f ront  each on 
thei r  own to  do that .   Smart .  
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 MR.  MUDD:  Yes .  
 COMMISSIONER FIEDLER:  Thank you.  
 HEARING COCHAIR SHEA:  Wil l  the  p lant  be  operat ional  once  
i t  reaches a  demonst ra t ion  phase ,  proves  that  i t  can work,  i t  wi l l  be  an  
opera t ing fac i l i ty  over  a  per iod of  t ime;  r ight?   So I  have t rouble  wi th  
the  ownership .   Someone has  got  to  own a  p la t form that ' s  opera t ing 
over  t ime.  
 MR.  MUDD:  The FutureGen Al l iance  owns the  faci l i ty .   Ti t le  
vests  in  the  FutureGen Al l iance ,  but  when you cont rac t  wi th  the  
Depar tment  of  Energy,  the  lawyers  can expla in  i t ,  I  can ' t .   I t ' s  a  
compl ica ted  t i t le  ar rangement .  
 At  the  end of  the  tes t  per iod,  some opt ions  can happen.   One is  
the  Depar tment  of  Energy could  take i t  over  and fund i t  and run i t ,  but  
they can ' t  decide  that  now because  tha t  takes  advance  appropr ia t ions .   
The Al l iance  could take  i t  and run i t ,  but  even i f  the  Al l iance  were  to  
take  i t  over  and run i t ,  the  Al l iance  can never  re turn  that  money back 
to  the  Al l iance  members .  
 My vis ion,  I  don ' t  know i f  i t  wi l l  happen,  but  I 'm te l l ing  my 
di rectors  i s  my vis ion is  as  i t  cont inues .   As i t  f inishes  i t s  
demonstra t ion per iod,  becomes a  v iable  commercia l  p lant  some day,  
back the  la te  teens,  la te  '20s ,  teens ,  tha t  i f  i t  becomes a  source  of  
revenue,  the  Al l iance  now can be  a  p la t form to  do good.  
 Because  i t  wi l l  be  a  501(c)(3) .   Maybe we can repl ica te  
FutureGen type of  p lants  throughout  the  res t  of  the  world .   
 COMMISSIONER FIEDLER:  Are  you prohibi ted  f rom sel l ing a t  
some point  in  the  fu ture?  
 MR.  MUDD:  We could  se l l  i t ,  but  then what  are  we going to  do 
wi th  the  money? 
 COMMISSIONER FIEDLER:  Do another  p lant?  
 MR.  MUDD:  Yes .  
 COMMISSIONER FIEDLER:  Excuse  me.   You jus t  got  done 
saying what  you would do wi th  the  money.   You sa id  you wanted to  
operate  as  a  p la t form.  
 MR.  MUDD:  Yes .  
 COMMISSIONER FIEDLER:  I t ' s  a  normal  coopera t ive  leverage  
venture  to  do more  work.   Yes .  
 MR.  MUDD:  But  I  th ink you ' re  saying the  beauty  is  hopeful ly  
we wi l l  become a  v iable  ent i ty  in  the  fu ture  to  do goodness .  
 COMMISSIONER FIEDLER:  Yes ,  r ight .  
 HEARING COCHAIR SHEA:  Do we have any more  quest ions  
f rom anyone?   Gent lemen,  I  want  to thank you very much for  your  
t ime,  apprecia te  your  pat ience ,  and th is  hear ing is  off ic ia l ly  over .  



 

 

 [Whereupon,  a t  4 :25 p .m. ,  the  hear ing was  adjourned. ]  
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Statement  of  Dr.  El izabeth Economy,  C.V.  Starr  Senior  Fel low,  
Director  of  Asia  Studies ,  Counci l  on Foreign Relat ions ,  New York,  
New York 16 

 
 

Statement  of  Dr.  Mark D.  Levine,  Environmental  Energy 
Technologies  Divis ion,  Lawrence Berkeley National  Laboratory,  
Berkeley,  Cal i fornia 17 
 

 
16 Click here to read the statement submitted for the record by Dr. Elizabeth Economy 
17 Click here to read the statement submitted for the record by Dr. Mark Levine 

http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/economy_addl_material_for_the_record.pdf
http://www.uscc.gov/hearings/2007hearings/transcripts/june_14_15/levine_additional_for_the_record.pdf
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	Issues
	China’s rapid yet sustained economic growth over the past two decades is one of the great economic accomplishments of the last century.  While growth has “solved” many of China’s problems, it has also created new ones: massive movements of labor; a growth of inequality; political uncertainty; collapse of some public services (health care), etc.  One of the most important of these problems is a resources bottleneck that threatens to constrict future growth.  China needs more skilled scientists and engineers; it needs more water; and, most of all, it needs more energy.
	In the early 1990s, the government in Beijing began to publicly acknowledge that it faced a looming energy crisis.  Oil production in old fields was declining, and demand for fuel was growing faster than new reserves were being discovered.  Self-sufficiency, one of the great objectives of the Maoist era, was no longer possible.  In 1995 China became a net oil importer and will remain one for the foreseeable future.  By the late 1990s an even more serious problem began to manifest itself: although China had ample reserves of coal, production was inefficient and deliveries were irregular.  Combined with the underdevelopment of its natural gas resources, this led to brownouts, electricity rationing, and losses of industrial production.  This problem too had been foreseen, but disagreements over how to finance and organize new plants prevented its resolution.
	In 2004 China’s energy crisis took a new form.  International prices for oil rose; but state-mandated domestic prices did not.  The Chinese NOCs, caught in a set of scissors between opposing price movements, cut back on the delivery of refined products, particularly gasoline.  This led to spot shortages, long lines at gas stations, and public protests.
	As China began to rely ever more on imported energy, a new problem pushed its way to the top of Beijing’s policy agenda: energy security.  Now dependent upon oil imports from distant regions such as the Middle East, Beijing had to worry about how global developments would affect the price and supply of a key industrial resource.  What would happen if regional conflicts obstructed access to Persian Gulf oil fields?  What would happen if superpower tensions, such as a confrontation in the Straits of Taiwan, tempted the United States to threaten China’s energy supply lines across the Indian Ocean?  Or, even in the absence of political shocks, how could China react to global surges of energy demand that raised the international price of oil?
	Choices
	For observers in the OECD countries, the solution to these problems seemed obvious: China should deregulate, privatize and open the energy sector, allowing markets to undertake the work of coordinating supply and demand.  For the leadership of the Communist Party of China (CPC), however, this was not an attractive solution—at least in the short term.  An immediate shift to a market-based approach to energy problems would aggravate the unevenness of China’s development: new energy investment would concentrate in the industrialized coastal provinces, sidestepping the less developed hinterland.  Worse, the costs of adjusting to a market-based energy regime would fall heaviest on the working classes, erasing much of the income gains they had enjoyed since the liberalization of the economy began in 1978.
	The CPC was not only worried that this was unfair, it feared that it might be disastrous.  Inequality, particularly the gap between the urban and rural population, was already the source of massive political tension.  And rising incomes were the very foundation of the CPC’s legitimacy.  A market-based approach could trigger widespread protests and perhaps even a revolution.  Energy policy had to be reconciled with Beijing’s highest policy priority: political stability.  So China’s energy crisis, apparently an economic one, is at root really a political problem.
	Yet if immediate, “shock therapy” liberalization provided no solution to China’s energy problems, neither did a program of return to Maoist doctrines of self-sufficiency.
	China certainly has more oil left in the ground, and Beijing is particularly hopeful that it may be able to make important offshore discoveries.  But even in the most optimistic scenarios, there is not enough to match the decline in reserves, much less to meet the rapid growth of industrial demand.  China’s most under-exploited source of energy is probably natural gas.  But its gas reserves are generally concentrated in provinces distant from consumption centers.  Gas can be transported by constructing pipelines, of course, but this is a very expensive process that requires careful planning to match production with consumption.  Internal debates, particularly over how much to rely upon foreign investors, have slowed growth in this area.  The same problem that afflicts coal, of producers being located in different problems from consumers, prevails in this sector.  And it is compounded by growing worries about the environmental and human costs of reliance upon coal.
	In 2000, despite a patina of computers, cell phones, and astronauts, China’s economy still conformed to a nineteenth-century pattern, fueled by low-wage labor and coal.  And the heavy reliance upon coal bred a set of nineteenth-century health problems: industrial accidents, pollution on a massive scale, and a rapid growth of lung diseases.  Coal is a cheap source of energy for China only because its full human costs are not reflected in the price per ton.  By 2000 Beijing was already scrambling to reduce the human and environmental costs of its energy industry before they too turned into a spur to political unrest.
	By 1997, the CPC had debated these facts and reached the inescapable conclusion: China would have to accelerate development of all of its energy sources and yet will still have to rely upon growing imports of oil and natural gas.  It embraced a slogan of “going out”: of looking overseas for the capital, technology, crude oil and gas that it would need to sustain its industrial revolution.
	Programs
	The CPC has chosen to confront its energy crisis the same way that it has pursued industrialization since 1978: with a mixed basket of tools, neither purely capitalist nor socialist, in a strategy that would have been equally offensive to Mao or Milton Friedman.
	The objective of this approach is simple: to capture most of the efficiency gains that come from reliance upon markets, while preserving much of the political stability made possible by an authoritarian state.  China’s energy policy is thus a microcosm of the same approach evident in China’s wider quest for development: to reap the income benefits available from participation in global markets while preserving the power and order epitomized by the Leninist CPC.
	The dangers of this mixed approach are more subtle.  The logics of market and command economies tend to subvert each other.  Market signals can tempt producers to ignore political directives, and political controls can stifle the initiative on which market forces rely.  To successfully reconcile these opposing forces, the CPC would have to monitor their interaction carefully, constantly redressing the balance between the two.
	This means, among other things, that Beijing cannot simply pronounce an energy strategy and then let it play out.  The key to success in a mixed approach lies in continuous micro-interventions, endless adjustments of policy and personnel, to harmonize the overall process.  China has some expertise in this area.  Its entire development strategy, both in agriculture and in industry, has relied upon mixing market and command mechanisms.  Chinese policymakers have learned to be patient and pragmatic, to shepherd their policy experiments, building on their successes and learning from their failures.
	China’s diverse experiments in increasing energy production all reflected three themes that were proclaimed by then Premier of the State Council, Li Peng, in an important series of speeches during 1997:
	 First, the inevitability of “going out.”  Self-sufficiency was impossible, so China would have to learn to not just rely upon foreign sources of oil and gas, but to participate skillfully in international energy markets.
	 Second, coal was the backbone of China’s energy system and would have to remain central despite the high human costs.  However, growth should be concentrated in other energy sources, as much as possible capping the use of coal and limiting its attendant pollution.
	 Finally, fostering increased supply is not the only strategy China wields in confronting its energy crisis: regulating demand is also a very real alternative.  In part, this can be achieved through efficiency increases, such as improving insulation standards in buildings and thereby reducing heating costs.  But it can also be done directly, such as by using taxes to dampen the demand for private automobiles and thereby curbing the growth of gasoline consumption.
	In the years that followed, China launched a series of major energy initiatives that reflected these doctrines.  It began a series of high-profile mega-projects, such as the West-East natural gas pipeline and the Three Gorges Dam.  These are intended not only to directly ameliorate the problem, but also to stimulate the interest of private firms in investing in certain areas.
	Second, the CPC ordered a massive reorganization of the energy sector in 1998.  This was most far reaching in the oil sector, with the creation of three competing national oil companies (NOCs).  These firms promptly went on a “contract offensive” from Saudi Arabia to Venezuela, buying up overseas assets—both oilfields and companies (including a bid for Unocal)—which ironically stimulated demand for hydrocarbons globally.  The same year also saw the beginning of a restructuring of the electrical power industry.  Because of the difficulties of successfully regulating this sector (think California), the process was more protracted.  But coal-powered electrical generators are the front line of China’s energy supply, so when reforms in this area finally take hold they will have a broader impact on energy demand
	Third, in 2004-6 the CPC began to reorganize the government in a manner that reflected a move to make energy supply one of its top priorities.  The party released a long-term plan for energy development in 2004.  A leading group for energy was established in 2005.  New energy regulatory agencies were being established.  A new five-year plan with energy supply as one of its top targets was promulgated.  The next five years should be a period of rapid evolution in China’s energy markets.
	Finally, the CPC undertook hundreds of micro-experiments in both new technologies and policy reform.  Shanghai was allowed to develop its own restrictions upon automobile growth.  Beijing developed a model “green community.”  Dozens of windpower complexes and solar laboratories were launched.  Each of these experiments was watched to see whether it might reproduced and extended on a national scale.
	These experiments, large and small, provided a broad approach through which the CPC thought solutions to China’s energy crisis might be discovered.  No one expected them to be “magic bullets,” to provide an immediate short-term cure.  But over the medium-term different avenues would be explored, successes expanded and failures rejected, in a learning process that gradually revealed which avenues had the most potential.  Indicating which avenues were most promising and deserved the greatest share of resources was one of the functions of the five-year planning process.  Understanding the Five Year Plans is a critical component of understanding the underlying forces driving China’s policies towards its energy usage.
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